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THE JOB OF INSURANCE COMPANY 
TOP MANAGEMENT 


Joun S. McGumnness 


Allstate Insurance Company 


The jcb of insurance company top management has become 
more complex in the past ten years. This is due to the rapid rate 
of change in insurance practices rather than to any increase in the 
complexity of insured risks or insurance contracts. It is due more 
to changes in how things are done than to changes in what things 
are done. Further changes seem likely in the future. 

As a means of predicting the probable direction and future 
effects of these changes on all insurance operations, it should be 
rewarding to review just what the tasks of top managers are. The 
three senior levels in an insurance organization are the board of 
directors, the president and other executives whose duties en- 
compass the whole operation, and the top level departmental execu- 
tives. These are the top managers. All the riain functions within 
the organization can be reviewed by describing the tasks of these 
people. 

Managing can be defined as the act of conducting a company 
toward its objective by making the best possible use of all avail- 
able resources and by integrating the six essential administrative 
activities. These are forecasting, planning, organizing, command- 
ing, coordinating, and controlling. As a convenient way of viewing 
the various parts of the top managers’ tasks, the author shall con- 
sider in order each of these six functions and its parts. 


Mechanical Aspects of Managing 


Forecasting 

Forecasting is concerned with estimates of future conditions, 
especially with respect to outside forces which affect the com- 
pany. It should produce the information needed for adjusting 
policies and operations to new situations created by these external 
forces. Accurate forecasting is unusually important to insurers be- 
cause outside factors can change costs after sales are made while 
prices must be set before the sales are made. The economic level, 
the state of financial markets, availability of personnel, changes in 
factors which affect costs and sales, and changes in laws affecting 
operations must be predicted by any company. 
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Mere guesses are not forecasts. Forecasts must be based on 
facts. The pertinent facts about each of the many pertinent outside 
forces must be collected. These facts must be assembled in such 
form that their actual effects on operations may be discovered and 
measured with statistical tools so that any forecasts derived from 
them may be accurate. For example, a forecast of automobile in- 
surance sales should be based on statistical correlation of past sales; 
number of new cars sold, car scrappage, cars registered, and popu- 
lation; number, type, and training of salesmen now active, to be 
added, and to be dropped; present rates and planned changes; 
financial responsibility and compulsory insurance laws; areas in 
which the company operates; changes in areas where, and methods 
by which, major competitors operate; disposable income; and any 
other factors which may affect results. 


Planning 

To plan is to prepare for the future. A good plan shows the 
goal, the path of action to the goal, the stages along that path, and 
the methods to be used in reaching each stage. Plans will be 
' realistic and practicable only to the extent that they are based on 
accurate and factual forecasts. 

Planning must embrace all phases of an insurer’s operations and 
must consider the relationships between each segment. Planning 
with respect to desired profits must consider the sales revenue from 
which they must be taken, the markets in which the sales will be 
made, and the products with which they are to be made. The costs 
of obtaining these sales, in terms of payment for physical facilities 
and personal services (both employees and sales representatives ), 
and the organization of the firm’s resources must be considered. 
The financial position and needs of the company enter the picture. 
Finally, the kind and quality of relations with customers, com- 
petitors, government, and other outsiders must be analyzed. 

Many insurers get along without any formal planning. Others 
operate without even much informal planning. But the most profit- 
able and fastest growing companies seem to be those with well- 
prepared plans and budgets. 


Organizing 

Organizing is combining the necessary activities and the people 
and things needed to perform them in an orderly, efficient, and 
effective way. It is not possible to design one organization which 
will continue indefinitely to be the best one. Human knowledge 
is increasing and is contributing a steady stream of better methods 
and better equipment for doing work. Much of this equipment 
replaces human labor. Therefore, neither the personal organization 
nor the organization of equipment and facilities employed at any 
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one time can continue indefinitely to be the most efficient and 
effective. 

Increases in knowledge permit more and more activities to be 
reduced to a routine basis. Routinizing activities thus becomes a 
continuous and never-ending task. The normal successive steps in 
developing routines are to transfer activities from line people, to 
committees, to staff people, and ultimately to machines. The better 
planned and more orderly these transfers are, the more smoothly 
will an organization continue to function. 

There are, however, four unchanging ways of dividing an organ- 
ization—by place, function, type of product, and type of customer. 
At any one level, a company’s structure should usually be split in 
only one of these ways. 

There are four major kinds of subdivisions to be organized— 
the general managers, line divisions, staff divisions, and committees. 
The board of directors is a committee deserving separate attention. 

Organizing the Board — The board of directors is the senior 
standing committee of a company and the direct representative 
of the owners. In its representative capacity the board is a con- 
sultative, not an operational, part of top management. The basic 
role of the board is to exercise control over operations on behalf 
of the owners. It takes no part in operations as long as they are 
satisfactorily conducted, and yet it tries to insure that they are so 
conducted. One means of organizing the board is best to fulfill 
this basic role and to train and perpetuate a high quality, stable 
management is to make two or more senior executives board mem- 
bers. 

Organizing General Managers — A general manager is an ex- 
ecutive whose functions, responsibility, and authority extend to all 
divisions, levels, and activities of the organization. There is no 
fixed or typical division of functions between the chief executive, 
who is often the only general manager, and the board of directors. 
Their relationship depends principally on the capability of the 
chief executive and on the number of general managers. Use of 
one or more added general executives can effectively reduce the 
load on the chief, complement any limitations in his background 
with types of experience he has not had, and help in developing 
ample talent to succeed him. 

Organizing Line Divisions — Line divisions are those parts of 
the organization performing one or more phases of the activity 
which is the company’s purpose. They are way-points on the line 
of activity which passes through the company. The three principal 
stages along the line through an insurance company are sales, 
underwriting, and investing, and settling of claims. Staff units and 
committees help the line. They are appendages or tributaries which 
foster the flow of, or add something to, the main stream of activity. 
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Any company should be organized so that six major activities— 
technical, financial, commercial, accounting, protective, and ad- 
ministrative—are fully and competently performed. Dividing the 
line organization plainly and without overlaps on each of the four 
major bases—function, product or purpose, place, and type of cus- 
tomer—is one of the best means of insuring efficiency and a mini- 
mum of friction. Most insurers could profitably substitute type of 
customer in place of type of product as their major basis of organ- 
izational division, because in insurance the type of product is un- 
stable. 

Organizing the Staff — The staff is a body of assistants who aid 
an executive in performing his duties. Staff assistants are of four 
types—personal, special, coordinative, and liaison. A personal aide 
performs services for his chief alone. Special or functional staff 
units may advise, assemble, and interpret information for control 
purposes, or render a service to any part of the organization. Co- 
ordinative staff units act as the chief's representative in harmonizing 
the plans, duties, and operations of other parts of the organization. 
. Liaison staff units represent an executive to persons or bodies out- 
side the organization. 

A staff unit is related to a committee in the same way that a 
special-purpose machine is related to a general-purpose machine. 
A specialized bookkeeping machine can do its job much faster 
than a typewriter, but is suitable only for that one job. A type- 
writer may be used for many different jobs, but cannot perform 
the bookkeeping job as well as a specialized machine. A staff unit 
can satisfactorily replace a committee only if its specialized knowl- 
edge and capabilities are accepted as superior by the rest of the 
organization. 

Many insurers are gradually refining their staffs to focus special- 
ized knowledge on additional activities. Introduction of liaison 
staff has effectively reduced many top level work loads. 

Organizing Committees — A committee is a group of persons 
responsible as a unit to decide or act on assigned problems or to 
do assigned work. It is really a temporary type of organizational 
unit, although there will always be need for at least one committee 
in every organization because there will always be new and non- 
routine problems. There should be a continuous effort to routinize 
committee functions and to transfer them to line or staff units. 

Companies most effectively using committees have carefully 
systematized them and integrated their activities with the rest of 
operations. Since committees are auxiliary, each company should 
adapt its committee system to the pattern of its own line and staff 
organization. 
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Personal Aspects of Managing 


Commanding 

Commanding is getting people to do their work. It is not simply 
directing other people’s activities, but also includes inspiring that 
activity. 

Communication, which has received much attention in recent 
years, is only one part of commanding. Companies with a com- 
prehensive and integrated system of publications and personal 
contacts designed to get information efficiently to and from their 
employees have greatly simplified the line task of getting people 
to do their work. The companies with the best designed programs 
for maintaining high standards of personal leadership at all super- 
visory levels—by means of policies, training, and personal indoctri-— 
nation—have made best use of their communicative systems. 


Coordinating 

Coordinating means getting the organization to function as a 
unit. It means tying together line and staff functions into one har- 
monious whole. The fields for coordinating are therefore the hori- 
zontal, vertical, and sequential divisions created by the organiza- 
tional and operational plans. 

Horizontal dividing points may exist between product divisions 
—those handling different kinds of insurance—which are often of 
equal status. It must be decided which department will handle 
which type of policy so that overlaps in functions will not develop 
conflicts. There must also be coordination between vertical divisions, 
between superiors and subordinates. Every supervisor in the com- 
pany is responsible for seeing that his subordinates’ activities and 
functions are coordinated. Every individual in the company is re- 
sponsible to see that his own activities are coordinated with those 
of his associates and with those of his superiors. 

Sequential divisions arise in the flow of work through an enter- 
prise because some activities must be finished before certain others 
can be started. Also, some activities must start at the same time 
or finish at the same time as certain others. Any two activities 
which are linked in any of these ways must be coordinated with 
each other. 

Some insurers have begun to reduce the number of horizontal, 
vertical, and sequential divisions in their organizations to lessen 
the coordinative problems. Committees, staff units, budgetary sys- 
tems, and standard procedures are being increasingly used to har- 
monize activities of the remaining divisions. 
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Controlling 

The final major administrative task—controlling—is seeing that 
everything occurs in conformance with established policies and 
expressed orders. It applies principally to human activity. Basic 
to decentralization or delegation of any kind is an effective means 
of seeing that the delegated activities are performed in conform- 
ance with the wishes of the managers who delegate them. Some 
companies are unable effectively to decentralize on a regional 
basis because they lack adequate means of control. Those most 
successfully decentralized have developed the best systems for ob- 
serving and reporting on subordinate activities. 

The most effective control systems are those which cover thc 
whole area of delegated activity and which are based on: 


1. An organizational structure which divides the delegated ac- 
tivity into a logical group of integral units; 

2. Definite goals (chosen for specific, adequate reasons) for 
each activity; 

3. Definite plans as to how, when, where, and by whom each 
activity is to be performed; and 

4. Adequate standards of good performance. 


These control systems include definite means of comparing per- 
formance with the standards and assign responsibility for operating 
the control in each field to a definite staff unit. 

There are several basic quantitative tools and concepts for which 
an increasing number of uses are being found in controlling insur- 
ance operations: (1) substitution of statistical measurement for 
specific measurement; (2) recognition that an average, when not 
accompanied by a measure of dispersion such as a standard de- 
viation, is usually incomplete and insufficient; (3) use ‘of tolerances 
or ranges of error, instead of arbitrary single limits, for judging or 
measuring results; (4) more accurate understanding and use of 
the notion of credibility; (5) the notion of a limiting process— 
attacking a problem in successive stages, each of which gives a 
closer approximation to the right answer—instead of trying the 
much harder way of solving it in one step; and (6) recognition of 
the complementary nature of analysis and synthesis in attacking 
a problem. Use of these tools has permitted solution of some tech- 
nical insurance problems of long standing. These solutions will in 
turn contribute greatly to streamlining and mechanizing insurance 
company activities. 

Control of Policies — Controlling policies means seeing that 
official guides for the company’s activities are understood by every- 
one. The first step is seeing that such guides exist in communicable 
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form. The most uniformly effective policies observed are written, 
form an integrated system, are accompanied by a statement of the 
reasons behind them, and are given and explained to all the people 
who are to be guided or affected by them. 


Control of Organizing — This control is simply seeing that or- 
ganizing is properly performed. It is a continuous task and calls 
for the specialized knowledge of a full-time staff unit. Among the 
best means of organizational control are realistic long-term esti- 
mates of needed people and equipment; thorough descriptions of 
all organizational elements, summarized in a manual; well-con- 
sidered structural goals and plans for reaching them; a systematic 
procedure for checking and approving all organizational changes; 
and periodic review of organizational practices. 

An effective organizational control system must cover both static 
and dynamic organizational elements. The typical structural organ- 
izational chart barely begins to describe an organization. In order 
to depict any growing organization it is necessary to have job de- 
scriptions which tell the duties and functions of each position and 
the more precise man-analysis charts of individual activities; prod- 
uct-analysis process charts which show the various steps taken in 
processing an insurance contract and other units of paper-work; 
and combined-analysis process charts which show the flow of work 
related both (1) to the positions of people who do the work and 
(2) to the units of product or paper on which the work is done. 
All these descriptions must be carefully studied and efficiently 
fitted together if organizational control is to be adequate. 


Control of Efficiency of Methods and Use of Manpower —A 
control mechanism to assure that the best methods and fewest pos- 
sible people are used is basic to economic operation. While organ- 
izational control is concerned with what work is done and by whom, 
control of methods and manpower has to do with how work is done. 

Control of methods and manpower calls for full knowledge of 
the work to be done and the ways available to do it. The most 
effective methods-control units fully utilize organizational descrip- 
tions, detailed methods charts, data on practices of other com- 
panies, and the ideas of the people doing the work. It is thus pos- 
sible to improve methods and win the help of these people in 
making changes. Methods control should include individual, de- 
partmental, committee, and company-wide activities in its scope. 
Constant resurveys are needed to make sure that the best available 
methods are being used. 

The basic methodological tools for maintaining methods control 
are careful analysis of the spacial and sequential relations of the 
work to be done; standardization; successive resurveys of different 
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departments to permit a gradual improvement in methods each time 
each department is resurveyed; adequate planning; statistical tech- 
niques, such as sampling and quality control, used to maintain a 
permanent check on the proper use of new methods which are 
introduced; and the systematic avoidance of needless duplication, 
vacillation, and changes based on short-term expediency. De- 
cisions made and the reasons therefore must be clearly and fully 
recorded. 

Control of Demands Upon Executive Time — Seeing that other 
demands do not keep executives from devoting ample time to their 
essential functions is actually a part of methods control. The funda- 
mental basis for such control is the exception principle: All possible 
activities should be reduced to routine, and the attention of man- 
agers should be concentrated solely on variations from nian, rou- 
tine, or standard. A stable and effective line organization; gradual 
substitution of staff units for committees on which executives would 
otherwise have to serve; and the use of personal, coordinative, and 
liaison staff people to relieve specific senior executives, seem to 
' be the most promising ways to avoid overtaxing executive time. 

Control of the Rates of Growth and Operation — A company 
with a sales force selling only its own product most successfully 
controls its rate of growth by varying the rate of hiring new sales- 
men. This is more difficult for other insurers. The most common 
way of controlling the operational rate is to operate at full capacity, 
to use natural turnover to eliminate surplus people at slack periods, 
and to attempt to handle increased volume with the same resources 
by gradually improving meihods. Growth and operating rates have 
been effectively controlled by varying the rate and timing of di- 
versification, particularly in entering new territories and new lines 
(including reinsurance). 

Control of Personnel — Control of personnel is seeing that the 
number and quality of people needed to do the work are obtained 
and kept. It includes control of recruiting, testing, selecting, hiring, 
orienting, training, rating, promoting, transferring, and dismissing 
people. The provision of an adequate supply of qualified people 
requires a coordinate plan handled by a competent staff unit. 

The most commonly used controls for key personnel are careful 
selection programs, well organized programs for training in both 
technical matters and in handling people, gradual and systematic 
transfer through selected positions of responsibility, careful evalu- 
ation of performance and qualifications by two or more superiors, 
careful control over appointments to key positions, and a special 
staff unit to supervise the whole program. 

Similar methods, but in much less detail, are used for control 
of clerical personnel. 
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Control of Pay— Control of pay is seeing that each person’s 
rewards—financial and non-financial—correspond to useful results 
achieved. The best plans for controlling pay of salaried employees 
include: (1) definite means of relating the pay level to the levels 
of other firms who compete for people; (2) systematic means of 
relating jobs to each other on the basis of worth, and of relating 
pay to jobs; (3) means for adapting pay to individual performance, 
particularly through ratings by superiors; (4) appropriate com- 
binations of direct pay with such indirect rewards as employee in- 
surance benefits, stock purchase options, company loans for trans- 
ferred employees, profit sharing plans which directly relate group 
effort to individual rewards, good working conditions, and oppor- 
tunities for rapid promotion; and (5) a staff unit to check per- 
formance and administer the whole scheme. 

The best schemes for paying sales representatives tie their pay 
directly to standards of performance which encourage sale of profit- 
able types of business and discourage other sales. Among these 
standards are the size of the individual sale (the amount of in- 
surance or of premium); the salesman’s total yearly sales (this en- 
courages full-time, effective effort); the relation of handling cost 
to the size of the individual sale (lower commission rates discourage 
small-premium policies); whether a contract is new or renewal 
business (it is more difficult to secure a new customer than to 
retain an old one); persistency of business already in force (in- 
creased commission rates for salesmen with good renewal ratios 
encourage them to conserve customers); and relative profitableness 
of business (higher commission rates are paid for better classes of 
risks, and part of the profits on an individual representative's busi- 
ness may be paid him). The care and skill with which a company 
relates its commission arrangements to its goals make a tremendous 
difference in the results it obtains for each commission dollar it 


pays. 

Control of Costs — Seeing that costs are fairly matched with 
revenues is a vital part of good managing. It is one of the areas of 
insurance management where the greatest progress remains to be 
made. Since every dollar that a company spends must find its way 
eventually into the selling price of one of its products, costs should 
be allocated to units of product as fairly as is practicable. Only in 
the past few years has much progress been made in accurately allo- 
cating costs to the various types of insurance contracts. Practically 
all of this progress has been made by life insurers. 

The four principal parts of cost control are: (1) classifying and 
regrouping costs; (2) applying costs to revenues; (3) recording 
costs in ledger accounts; and (4) using cost data to control opera- 
tions. Insurers generally have little information about the cost dif- 











18 The Journal of Insurance 


ferences among policies of differing sizes; about the extent and size 
of fixed, semi-variable, and variable costs; or about the direct and 
indirect costs of various types of contracts. This information is es- 
sential for effective cost control. 

Some other useful ways of classifying costs are by whether it is 
direct or reinsurance business; by function; by type of sales outlet 
(broker, independent agent, exclusive agent, direct sale); by prod- 
uct or line of insurance; and by type of goods and services bought 
(postage, salaries, commissions, etc. ). 

There is much room for progress in methods of allocating costs 
to revenues. Some life insurers have made notable advances in this 
area, but the loss-ratio method commonly used by non-life com- 
panies is relatively crude and inaccurate. 

The unfortunate fact that not all assets or liabilities are included 
in insurers’ general ledgers makes it difficult to obtain an accurate 
picture of a company’s position at any one time. Development of 
complete sets of accounts on an accrual basis is a step which would 
greatly help insurers improve their control of costs. 

Relatively few insurance companies have budgets. The great 
majority of those which do budget are concerned only with costs. 
As part of an over-all budget, a cost budget can be a useful tool. 
By itself, its value is much more limited because the cost totals 
predicted are not related to measures of activity, such as sales vol- 
ume, on which the costs ultimately depend. 

Control of Major Expenditures — The control of major expendi- 
tures is seeing that money committed to one use for a long time is 
used to best advantage. Capital expenditures among insurers are 
infrequent enough to require board approval in practically all cases. 
Well defined policies on the nature and amount of holdings, cen- 
tralized direction of bank balances and cash flow, and direct board- 
level participation in investment operations are the common means 
of controlling investments. Introduction of effective control over 
cash has enabled several insurers to make a large additional amount 
of money available for investment. 

Control of Sales — Control of sales is seeing that the planned 
revenues and number of customers are secured at the lowest long- 
term cost to the organization. Control of sales must include con- 
trol of the merchandising methods used as well as of the places 
where, and prospects to whom, sales are attempted. Companies 
most successful in this field maintain an objective balance between 
the need to prevent disruptive, too-rapid changes in methods of 
representation and the rewarding of sales representatives, and the 
need to adapt to the constant improvements in merchandising 
methods which are occurring in all fields of business. Definite and 
realistic yearly sales goals, separately made for each area and 
matched to all the pertinent and measuarble factors which a com- 
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pany can forecast, give a definite objective toward which each 
individual representative’s efforts can be directed. Using repre- 
sentatives who sell for only one company, or a few non-competing 
companies, is one effective way to avoid dissipation of sales effort 
and to minimize sales supervisory costs. 

Control of Products —To control products is to see that the 
kinds of insurance and contracts issued by the company have the 
highest quality consonant with other elements of salability. Such 
control includes research and development of new forms, continu- 
ous refinement of existing forms, and prompt elimination of out- 
dated and profitless lines and contracts. 

Until recently, practically all property-liability insurers dele- 
gated responsibility for control of products to joint bureaus. The 
trend to independent action seems to have speeded the rate of 
progress in developing better coverages. Control over the func- 
tion has been most effectively gained by assigning responsibility 
for developing new coverages to a special staff unit, as is common 
among life insurers. 

One of the most effective tools for finding out what new cover- 
ages can profitably be developed and sold is effective consumer 
research. This is an area still almost untouched by the insurance 
business, but it is one which seems to offer the enterprising com- 
pany or association promise of great reward. 

Control of Prices — By control of prices is meant seeing that 
they bear the most profitable possible relation to costs, competi- 
tors’ prices, and discernible differences among the various classes 
of customers. Since prices are set by some insurers individually 
and by others through joint associations, no attempt is made to 
generalize about methods of controlling them. 

Control of Underwriting — One of the essential activities of an 
insurance manager is seeing that a profitable and stable group of 
risks is retained from those offered. To obtain a profit, the four 
principal factors or variables which underwrtiers seek to bring into 
proper relationship are the extent of coverage (perils, places, in- 
terests, persons or property covered, and time); price; limits of 
liability; and inherent hazards (occupation or occupancy, other 
hazards, and discernible differences between a risk and the average 
of its class). The freer a company is to vary these elements, and 
the more exactly it can measure their effects, the more likely it is 
to be able to protect any given risk on satisfactory terms. If the 
group of risks insured by a company is to be stable—if chance 
fluctuations in claim results are to be minimized—the risks must 
be sufficiently numerous, they must be independent of each other 
as far as losses are concerned, and they must be kept relatively 
uniform in size and degree of hazard. 
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Particularly in the non-life field there remains a great potential 
field for use of refined statistical techniques to measure the effects 
of the major loss-causing hazards and to determine the extent of 
fluctuations in underwriting results which are due to several al- 
ready known factors. When this type of analysis has been applied, 
it will be possible for the companies to do most of their under- 
writing by use of electronic computers and to efficiently minimize 
their purchases of reinsurance. 

Control of Claims — The control of claims relates to seeing that 
they are evaluated and settled promptly and properly. The salient 
features of the best claim control schemes are a well-defined set 
of policies and guiding principles, a thoroughly trained and in- 
doctrinated corps of employed adjusters, well decentralized settling 
offices, and an effective system of performance reports supple- 
mented by frequent contact with representatives of the home office 
control-staff unit. 

All insurers have policies to meet the problems they have faced 
in the past, but there are wide differences in the means and effec- 
tiveness with which such policies are defined and taught to the 
people responsible for applying them. This is particularly true of 
claim policies. Spot checks of both open and closed claim files, 
home office review of all claims above a certain size, mail or per- 
sonal surveys of claimants’ opinions, limitations on delegated set- 
tling authority, and periodic review of performance by use of 
measures which complement each other and require balanced re- 
sults, are the principal means of controlling claims. Estimates of 
the amounts of unsettled claims under liability and marine insur- 
ance contracts—claims which may remain outstanding for several 
years—must be kept within reasonable limits of accuracy. For this 
purpose, statistical controls (including Shewhart cgntro! charts ) 
can be a useful adjunct to the judgment of claim executives. 

Control of External Relations — One of management's most im- 
portant responsibilities is seeing that contacts between the com- 
pany and outsiders add to the company’s good repute. Although the 
nature of their work makes people such as claim adjusters, inspec- 
tors, outside auditors, and sales representatives evident ambassa- 
dors of a company, the company actually has as many representa- 
tives to outsiders as it has employees and agents. 

The outsiders whom these people contact are of many different 
kinds. They include customers, owners, bankers and lenders, all 
parts of government, other insurers individually and through as- 
sociations, vendors, the people of the community in which each 
office is located, members of professions and businesses whose 
work is allied to insurance (e.g., lawyers, physicians, builders), 
brokers, and other companies’ agents. 
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Control over outside contacts is most effectively exercised 
through clearly stated and well-publicized policies, clear alloca- 
tion of responsibility for different types of relations to different 
levels and parts of the organization, continuing efforts to keep all 
employees aware of the need for good relations, effective means 
for judging the value of association membership to the company, 
and periodic review of these memberships. It may be reflected by 
a long-range, socially responsible outlook which more often than 
not results in a positive attitude toward legislative proposals. 


Control of Overall Performance — Control of overall perform- 
ance involves seeing that the company attains its objectives. This 
means putting all the parts together into one systematic framework 
and seeing that all the individual results add up to the desired com- 
posite result. 

Insurers with a comprehensive budgeting system are still in the 
minority. The best systems for overall control feature: (1) effec- 
tive forecasts; (2) carefully prepared and regularly revised plans 
for all aspects of operations; (3) a specific staff unit to coordinate 
the program, much of which is initiated from below; (4) equitable 
means for balancing tasks with available resources where depart- 
ments have different capacities; and (5) top managerial interest 
and participation in approval procedures and review of performance 
reports. 

Overall performance should be judged with respect to past per- 
formance, the performance of other insurers of similar type, and 
the general rate of growth of the whole economy. Top managers 
should also look for improvements in products, efficiency, individ- 
ual productivity, and individual real pay at least as great as the 
average for other insurers and for business as a whole and for an 
increase in dollar sales and number of customers proportionate to 
the average for the business as a whole, to governmental com- 
petitors, and to the growth of population in the area served. 








MANAGERIAL ACCOUNTING TOOLS 
FOR CASUALTY INSURANCE COMPANIES’ 


Howarp C, LAUNSTEIN 


The State University of lowa 


A little less than two years ago a survey was made to deter- 
mine whether accounting tools were being used by the management 
of casualty insurance companies to aid them in the management 
function. 

The sample consisted of twenty midwest companies of large, 
medium, and small size.? The results of this survey will be dis- 
cussed in this article, together with recommendations for improving 
the utilization of management aids. 


Factors Influencing Management's Interest in Accounting Tools 


The development of multiple line underwriting has presented 
problems to both management and to state regulatory groups. The 
development of multiple line underwriting has made it necessary 
to know how multiple line costs compare with the costs of writing 
separate lines. This information is essential for rating purposes, as 
these policies must carry their full share of underwriting costs. This 
has led many companies to show underwriting results by multiple 
line coverages written. The reason for this is that it is difficult to 
identify the actual underwriting and adjustment expenses incurred 
for multiple line policies with each line. Multiple line policies 
have affected company accounting practice by the fact that they 
increase the importance of coverage underwriting reports and lessen 
the value of line underwriting reports where line data are arbi- 
trarily determined. 

Another development which has caused management to seek 
new control devices is the post-war inflation. After World War II 
the frequency and severity of claims rose faster than rate increases. 
Companies were forced to find every possible means of cutting 

1 This article is based on portions of a dissertation entitled “Accounting 
Tools for Management of Casualty Insurance Companies.” It was presented 
in partial fulfillment of the requirements for the degree Doctor of Philosophy 
in the Graduate School of The Ohio State University in 1956. 

2 Five large, four medium, and eleven small firms were included in this 
survey. Companies were considered to be large if they had assets that totaled 
over $140,000,000.00; medium if their assets totaled $40,000,000 to $140,- 
000,000.00; and small if their assets totaled less than $40,000,000.00. 
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costs and reducing losses. The desire for reports that would present 
accounting data in such a way as to aid management in controlling 
costs resulted in intensified efforts to draft new and redesign exist- 
ing company reports. 

The period of post-war adjustment brought a period of keen 
competition for new business. This has further fostered the desire 
of management for control devices for checking underwriting and 
investment policy. The aim is to achieve a more competitive rate. 
That this has resulted is shown by the decrease in the premium rate 
for the homeowners policy from the time of its origin to the present. 
Another example is the statistical studies of accounting data per- 
taining to automobile insurance which have resulted in the reclassi- 
fication of drivers for rating purposes and lower rates for several 
classes of drivers, such as women under 25. 

As a result of the above forces, both management and state in- 
surance Officials require better and more reliable accounting data. 
State officials want this data for ascertaining a company’s financial 
condition. Management wants and needs operating data for testing 
the adequacy of rates, for checking operating results and growth, 
for establishing and modifying operating policy, and for control 
over company operations. They need many special reports, state- 
ments, and ratios in addition to those in the Annual Statement and 
Insurance Expense Exhibit. For one thing, the statutory reports 
are made too infrequently. They also need a picture of company 
operations from a “going concern” standpoint, as well as the safety 
viewpoint given in the Annual Statement and Insurance Expense 
Exhibit. Management needs to be informed promptly of what has 
taken place and to be aware of events which are likely to occur. 
Frequency and severity claim reports, budget reports, monthly or 
quarterly financial and operating statements are examples of reports 
which meet these requirements. 

Utilization of Accounting Tools 

It is necessary for executives to receive regular statements and 
reports to keep informed of current company affairs. There is no 
common agreement as to the need for the large number of different 
reports prepared by individual companies. In fact, in many firms 
it is felt that too many regular reports are a waste of executives’ 
time. They restrict the number of regular reports and present 
special reports when ‘requested to do so. 

Certain statements, reports, and ratios are considered essential 
by 80 per cent or more of the companies surveyed or to which 
these aids are applicable. The best known of these reports is the 
balance sheet, which is important because it states the financial 
condition of the company. If it is comparative in form, it also 
shows the changes that have taken place since the end of previous 
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periods. These changes are important to management in deter- 
mining the direction company policy is leading the firm. 

Other asset reports are the Analysis of the Differences Between 
Ledger and Admitted Asset Account Balances, the Cash Report, 
and the Delinquency Agency Report. The analysis of the differences 
between ledger and admitted assets is important as it shows the 
unrecorded accruals, such as the amortization of interest, and the 
non-admitted assets, such as equipment, furniture, and fixtures.* 
The other asset reports are important as they are used to control 
the balance of the accounts for which they are made. For example, 
the Cash Report indicates the need for either replenishing the cash 
account or the possibility of using cash for investment or neces- 
sary expenditures. 

Loss reserves are of major importance to all insurance firms. 
The Analysis of Loss Reserves by Line is important as it is used 
by management in determining the adequacy of such reserves. If 
the report shows the reserve to be inadequate, the reserve may be 
analyzed with a different base than the one used in the first calcu- 
lation so as to check the accuracy of the analysis. If necessary 
the account is then increased. The Loss Reserve is one of the three 
largest liability reserves; and, therefore, it is important that insurers 
maintain an adequate balance in this account so that the firm’s 
true financial position may be shown. 


8In insurance accounting assets are classified as ledger, non-ledger, ad- 
mitted, and non-admitted assets. Ledger assets refer to assets recorded in the 
company’s general ledger. Non-ledger assets are not so recorded. The value 
of these assets is obtained from supplementary sources, such as the record of 
investment holdings or the annual list of security valuations published by the 
Investment Committee of the National Association of Insurance Commissioners. 
Examples of non-ledger assets are the excess of market over the ledger or 
book value of stocks or bonds and due and accrued earnings on invested assets. 
Non-admitted assets are company assets of doubtful value or those items which 
have been arbitrarily classified as such by state insurance laws or state insur- 
ance department rulings. Examples of non-admitted assets are the excess of 
book (ledger) over market or amortized values of investments, agents’ bal- 
ances, and uncollected premiums which are 90 days overdue. Admitted 
assets are that portion of ledger and non-ledger assets which are considered 
to have value by the state insurance departments. 


*Some of the bases for computing loss reserve requirements are by line 
of business, coverage, department, and class of business. Any of these bases 
may be stated by branch, zone territory, etc. Line of business means to 
analyze loss reserves as to the requirements for fire, automobile liability, work- 
men’s compensation, etc. Coverage shows the aggregate loss reserve require- 
ments for underwriting a given insurance policy, such as the homeowners 
policy. Department means to segregate loss reserve requirements by major 
areas of business, such as mill elevator, general business, and casualty busi- 
ness. Loss reserves by class show requirements for such breakdowns as men 
under 25, men over 25, and women under 25. The cumulative totals for loss 
reserves may be compiled from one or more of these bases. 
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The remainder of the reports determined through this survey 
deal with information concerning company income. Income re- 
ports, whether by line or company-wide, have value as they pro- 
vide management with a basis for determining the source of in- 
come. Many of these reports show the portion of this income that 
is consumed by losses. The statements that are used by all but a 
small minority of companies, such as the Statement of Income or 
Underwriting and Investment Exhibit, Company-wide Loss Ratios, 
the Analysis of Investment Income and Investment Yield Reports, 
may be said to be necessary for control and policy decisions. An- 
other such example is the Comparative Workmen’s Compensation 
Underwriting Income Report. It contains information on premiums 
earned, losses incurred, loss adjustment expenses incurred, under- 
writing expenses, and net underwriting profit. As this report is com- 
parative between years, it provides management with the infor- 
mation necessary to compute a standard rate. The standard rate 
currently being used is compared with the rate computed from the 
underwriting experience data. If the new rate is greater, manage- 
ment has two courses of action. One is to place stricter control 
over underwriting and claim operations. The other is to apply to 
the state insurance department or departments for a rate adjust- 
ment, with the information in this report being used as evidence 
that there is a need for such an adjustment. Comparative income 
reports for the automobile, health and accident, liability, and fi- 
delity and surety lines furnish like data. The brief statements given 
above indicate why these reports are considered important by 80 
per cent of the firms surveyed. 

Eight additional reports are prepared by approximately half of 
the firms surveyed. These include data on: (1) premiums written 
by source of business, (2) premium income by state, (3) loss re- 
serves analyzed on the case basis, (4) non-admitted assets, (5) in- 
dividual expenses by account on a company-wide basis, and (6) 
expenses by department. The Annual Comparative Balance Sheet 
(between years) and the Comparative Investment Report are in 
this group. 

Fourteen other reports are prepared by approximately one- 
third of the firms surveyed. These reports contain information per- 
taining to: (1) premiums written analyzed by line of business and 
by branch or territory, (2) premiums written analyzed by coverage, 
(3) mortgage loans, (4) loss reserves analyzed by territory and by 
line of business, (5) loss reserves and loss adjustment expense re- 
serves analyzed by department or coverage, (6) underwriting ex- 
penses and underwriting income analyzed by branch or territory 
or possibly by line of business on a company-wide basis, (7) invest- 
ment income analyzed by the type of security producing it, (8) 
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expenditures analyzed by department, and (9) underwriting re- 
sults by branch and line of business. The Analysis of Security Gains 
or Losses and the Summary of Surplus as Regards Policyholders’ 
Reports are included in this group. 

An additional nine reports are prepared by one-fourth or less 
of the firms surveyed, but by two firms or more. There are also re- 
ports prepared by one company to fill a specific need felt by that 
company only, such as the report for agents’ group insurance which 
is offered by the firm itself. These reports are of a special nature 
rather than a regular report needed by a varying number of firms. 

Nineteen of the 20 companies studied prepare operating ratios, 
but only eight prepare balance-sheet ratios. The loss ratio is con- 
sistently prepared by all these companies. Other ratios and averages 
which appear most frequently are: (1) the adjustment expense 
ratio, (2) the underwriting expense ratio, (3) the average claim 
cost, and (4) the percentage composition of various classes of in- 
vestments of the investment portfolio to total investments or to 
total assets. 

The additional statements, reports, and ratio analyses are made 
from the information contained in the present Annual Statement 
and from the data in the company’s ledger accounts. The data in 
the company’s reports may be similar to that in the Annual State- 
ment, but the form of the reports and details shown are different. 

Management is interested in more effective control and is con- 
stantly seeking new management tools and aids in addition to those 
now possessed. The results given above show that executives differ 
in the number of reports that they deem necessary for adequate 
control. However, the study shows that only one firm surveyed 
considers the Annual Statement and Insurance Expense Exhibit 
to be the only regular company reports needed. : 

A tabulation of the managerial reports prepared for control 
purposes shows that certain companies make more extensive use 
of reports than others. Of the 48 regular company reports prepared 
by two or more firms, one firm prepares 36 while another prepares 
only 14. 

Charts are used as a control device by one-third of the firms 
surveyed. Six firms include budget data in their reports, and two 
firms include break-even point data. Only one large firm prepares 
a complete financial and operating budget. The other five large 
firms restrict their use of budget data to operating reports. One 
cf these prepares budget figures for branch and territorial premium 
production and losses. The others restrict the use of budgetary data 
to departmental expenses and expenditures or use (1) a yearly 
operating forecast or (2) a quarterly operating budget. 

Firms are hesitant to commit themselves to a budget. At least 
one organization started to use budgetary data; but after a trial 
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period, it was felt that the results obtained did not justify the added 
accounting expense involved. The full cooperation of top manage- 
ment is required to make possible the refinement of budgetary fore- 
casts to the extent that the greatest value possible is obtained for 
control purposes. One of the greatest values obtained from budgets 
is that they fix responsibility for failure in the performance of duties. 
Unless top management is in agreement with this procedure and 
enforces adherence to the goals within justifiable deviations, full 
benefits of the budget can not be realized. The result is that the 
cost of preparation outweighs the benefits gained. So far, the officers 
of many of the firms surveyed do not feel the need for budgets. 
Therefore, budgetary data, as a control measure, are not being fully 
utilized by the companies being considered. 

The survey shows that small firms tend to make fewer reports 
than large or medium size firms, in general. For example, reports 
which are prepared by 80 to 100 per cent of the large firms sur- 
veyed are prepared in all but one case by only 64 per cent or less 
of the small firms. With respect to the total of the 48 reports pre- 
pared regularly by two or more firms, all but three of the small 
firms prepare only 23 or less. Only one medium and no large firms 
prepare less than 25 of the 48. 

There are many reports that are prepared by only one firm to 
fill its own needs. Most of these reports are prepared by three large, 
one medium, and one small firm. The equipment used by this small 
firm is on a par with equipment used by the other small firms. 
Therefore its ability to make these reports can not be attributed 
soley to being able to afford the latest electronic equipment. The 
conclusion to be drawn is that its management is especially con- 
scious of the benefits to be derived from these reports and makes 
the effort necessary to secure them. 


Influence of the Annual Statement on Company Accounting Tools 

One reason for the need for management aids other than the 
Annual Statement is that this statement is designed principally to 
check the ability of the insurer to pay its losses. However, it does 
contain certain parts which represent external control measures 
used by the state insurance departments. Management uses them 
also as checks on internal control. Schedules A through D, which 
provide information on investments owned at the end of the current 
year, made or acquired during the year, and sold or discharged 
during the year, are examples of these external control measures. 
The schedules give supervisory authorities a picture of the type 
and grade of investments held by the firm and the changes in the 
company’s portfolio during the year. A safety provision is pro- 
vided by the fact that investments must be valued at the amount 
set by the Committee on Valuation of Securities of the National 
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Association of Insurance Commissioners. Schedule X provides a 
list of company assets that are nonadmissible in Schedules A 
through D. These have no value as far as the Annual Statement is 
concerned, but they may later prove of value to the firm. 

Schedules G, K, O, and P furnish information on the adequacy 
of fidelity and surety reserves, credit loss reserves, loss and claim 
reserves (other than liability and workmen’s compensation), and 
liability and workmen’s compensation loss reserves, respectively. 
They are additional examples of external control measures used 
to assure the safety of policyholders. An example of the control 
and safety provisions offered by these schedules is illustrated by 
Schedule P. Statutory requirements provide that if case-loss re- 
serves for unpaid bodily injury and workmen’s compensation claims 
are smaller than statutory loss reserve requirements, the excess must 
be recognized as an additional liability under item 16 in the Balance 
Sheet on page 3 of the Annual Statement. Unassigned surplus is 
thereby reduced by the excess. 

Another example of this safety principle in the Annual State- 
ment is the net liability recognized for unearned premiums on re- 
insurance in unauthorized companies and reinsurance on paid losses 
and on unpaid losses due from unauthorized companies. Again, 
unassigned funds must be adjusted even though the unauthorized 
reinsurance company is financially sound. The requirement in this 
case is greater than is necessary to acquire reinsurance for this 
business if the company should find it necessary to do so to finish 
out the protection period. This curtails surplus and prevents over- 
expansion in business written by the company and overpayment of 
dividends. 

Certain requirements for the Annual Statement distort earnings 
as well as provide a safety factor. Such sizeable accounts as Equip- 
ment, Furniture, and Fixtures are not shown as assets in the balance 
sheet but are considered as non-admitted assets. Any changes in 
non-admitted assets are handled by a surplus adjustment. As the 
total cost has been charged off at the time of purchase, there is no 
depreciation on these items to deduct as operating expense over 
the natural life of the asset. The result is that net earnings as re- 
ported in the Statement of Income are greater than would be the 
case under either the strict cash or accrual basis of accounting. 
Under the strict cash basis, these items would be fully deducted 
the first year. The accrual basis recognizes a regular deduction for 
depreciation over the life of the asset. 

Prepaid expenses such as supplies are written off as expense in 
the year of purchase instead of unused balances being carried as 
an admitted asset in the Balance Sheet. Any purchase of large 
quantities of these items in any one year causes earnings to be less 
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for that year. Most, if not all, of these assets would realize at least a 
portion of their value even at a forced sale. Therefore, they pro- 
vide a hidden reserve of which management should be aware. Con- 
trol over these items is necessary, for considerable sums of money 
are involved in non-admitted assets, such as automobiles, which 
must be replaced at regular intervals. The Annual Statement does 
not provide an adequate record of the age, number, and value for 
each of these non-admitted asset items. Wise management will 
recognize the need for internal control of these items. 

Other instances of the distortion of earnings relate to agents’ 
balances or uncollected premiums three months overdue. They are 
considered as an unassigned surplus adjustment rather than a 
normal expense of underwriting operations. Bills receivable not 
taken for premiums; the excess of bills receivable, not past due, 
taken for risks over the unearned premium thereon; and employee 
loans or advances are handled the same way as agents’ balances 
90 days overdue. Under accepted accounting principles these items 
would be considered expenses of doing business if delinquent and 
would be a reduction of net income. 

Commission expense and other initial underwriting expenses, 
such as credit inspection or other underwriting and investigation 
expenses, and other home office and branch office expenses con- 
nected with issuing the policies, are deducted as underwriting ex- 
penses in the accounting period (year) in which they are in- 
curred. Statutory requirements state that the unearned premium 
reserve must initially be equal to 100 per cent of the premiums 
received even though the company incurred underwriting expenses 
securing this future premium income. The result is that the present 
statement of income does not match underwriting income (pre- 
miums earned) with the underwriting expenses incurred to secure 
that income. The exception to this is for policies that are in force 
for one year or less which commence at the beginning of the year 
or during the year and terminate on or before the year end. 

Management is interested in seeing variances from statutory 
figures and ledger data whenever these variances are significant and 
affect the overall result of the company. To illustrate this point, 
the reports of one company showing an analysis of assets as to ledger 
and non-ledger, admitted and non-admitted assets is normally given 
slight value; but a sudden shift in these asset-value areas causes 
the report to assume great value. Over three-fourths of the sur- 
veyed companies make regular reports on ledger, non-ledger, and 
admitted asset differences; and over half include non-admitted 
asset information. 

Ten companies compile and compare case reserve studies with 
accumulated loss reserve balances found on the summary loss re- 
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serve cards. The summary loss reserve cards include loss reserves 
at the beginning of the period plus claim additions reported during 
the period, minus payments made. For statement purposes, the 
summary loss reserve card balance requires an adjustment for un- 
reported outstanding claims. At the end of the period, the case 
reserve study provides a check on the accuracy of known loss re- 
serves. From a study of previous experience, the company knows 
the approximate value of the unreported losses that have been in- 
curred. An additional amount is then added for contingency losses, 
and the company’s loss reserve is determined. Over two-thirds of 
the firms preparing case loss reserve studies compare the company’s 
case loss reserve with the statutory loss reserve as computed in 
Schedules O and P. Thus any variances between company experi- 
ence and statutory requirements are shown. 

Companies which prepare comparative investment reports which 
show cost, market, and amortized values by classification and type 
of investment are seeking the same type of information. Generally 
the admitted value of stocks in the statutory balance sheet is 
market value. Bonds are valued on an amortized basis. 

Management is more and more recognizing that it is impera- 
tive that gaps in information provided by the Annual Statement 
and the Insurance Expense Exhibit be filled by company state- 
ments and reports. The reports and the exact form used will depend 
upon the wisdom and imagination of management. 





Recommendations 


The following recommendations are made for the general im- 
provement of company accounting tools for control and policy 
making purposes. 

First, regular financial and operating statements and reports 
presented to the board of directors should summarize the informa- 
tion presented so as to highlight major financial and operating 
changes. This approach focuses attention on the pressing problems 
that require action or further study. The intent of this method of 
presentation is not to keep information from the board but to 
eliminate the necessity of members scanning a mass of detail with 
the possibility of missing the significant points. Detailed reports 
should always be available if requested. 

Second, reports to top management and the directors should 
be accompanied by a written commentary. This commentary should 
stress all major changes in the data presented between the current 
and prior periods. For example, the commentary accompanying the 
balance sheet should state any definite trends such as the growth 
of surplus or any changes in the investment portfolio in terms of 
types of securities held as a percentage of total investments. Im- 
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portant changes in income data would include increases or decreases 
in claim costs and increases or decreases in the percentage of earned 
premiums consumed by losses. 

If the same report is circulated to several top officials, the as- 
pects of the report which are of greatest interest to each should be 
stressed in the commentary presented. Without a commentary the 
information included in a report is often not fully understood. This 
is particularly true of members of the board who are not on the 
management team. Many terms used in reports might be unfamiliar 
to them. The commentary also aids persons who are unfamiliar with 
the accounting methods used in reporting data. 

Third, increased use should be made of a related charting sys- 
tem in presenting both operating and financial data. In many 
cases, related charts may be substituted for the formal accounting 
statement, e.g., a chart might be used in place of a formal compara- 
tive accounting statement showing assets and surplus growth. They 
may also be used in conjunction with accounting reports. A chart 
may be used to show the portion of earned premiums that is con- 
sumed by losses, claim expenses, and underwriting expenses and the 
portion remaining as the underwriting profit or loss for the period. 

Graphic presentations are particularly effective in presenting 
information where there is either an upward or downward trend 
in the data used. A related charting systera might be built for 
underwriting operations. One chart could show premiums earned 
and premiums written for several accounting periods. If a com- 
pany prepares an operating budget, budget targets or objectives 
should be included. A second chart might show new and renewal 
premiums. A third chart could show premiums written and pre- 
miums earned by line of business. Other charts might depict losses, 
claim expenses, and underwriting expenses. The loss or claim series 
should include a chart showing the loss ratio and other related 
factors such as frequency, average claim cost, and premiums for 
each type of coverage. A related charting system in smailer com- 
panies should follow the lines in which they conduct their under- 
writing operations, such as by department or associated lines. 

Fourth, companies should make more use of financial and oper- 
ating ratios in statement analysis. The operating ratios that should 
be standard are: 


1. The loss ratio, which is the percentage of losses incurred to 
earned premiums; 

2. The claim expense ratio, which is the percentage of adjust- 
ment expenses to earned premiums; 

3. The underwriting expense ratio, which shows the percentage 
of total underwriting expense or of each individual under- 
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writing expense to premiums earned as well as to premiums 
written; 

4. The underwriting profit or loss ratio, which is the percentage 
of underwriting profit or loss to earned premiums; and 

5. The investment expense ratio, which shows the percentage of 
investment expenses to gross investment income. 


The financial ratios that should be used are: 


1. The percentage of cash, United States government bonds, 
and corimmercial paper to total assets; 

2. The percentage of United States government bonds, other 
bonds, stocks and mortgage loans, respectively, to total 
assets; 

3. The number of times cash, United States government bonds, 
and commercial paper exceed unpaid claims (losses); 

4. The number of times total assets exceed total liabilities; and 

5. The number of times the sum of cash and investment assets 
exceed total liabilities. 


Financial-operating ratios that should be computed are: 


1. The percentage of unassigned funds to premiums written; 
and 

2. The percentage of net return on average investment, which 
is net investment income divided by average investment. 


The above operating and financial ratios present an overall 
picture of underwriting and investment operations, as well as an 
analysis of the financial situation. These ratios do not represent all 
the various ratios and combinations thereof that may be computed. 
They do represent a core of ratios from which a company can start 
its own statement analysis presentations. 

Ratio analysis to be effective as a tool of management should not 
be haphazard. It should contain a group of related ratios from 
which management can appraise the success or failure of a company 
during the current period. An individual ratio indicates success or 
failure, but it does not localize the area causing the success or 
failure. A group of related ratios applied to the same data at differ- 
ent levels, such as the use of loss ratios by line, by coverage, and 
by agency, will focus the attention of the reader on the area that 
needs attention or the area where further success might be achieved, 
as the case may be. Ratios do not state the specific cause of high 
or low losses, nor do they present the answer to the problem. They 
do state what the present situation is. Factors which tend to skew 
the results obtained in computing the individual ratios should be 
noted in an accompanying commentary to aid management in inter- 
preting the data. 
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Fifth, certain financial and operating statements and reports 
are an essential part of the financial data presented to management 
and the directors. Those which form the core of any such presenta- 
tion will be discussed in the remainder of this article. 

1. The Balance Sheet is necessary because it is the statement 
of the financial position of the company at a given time. If this 
statement contains a comparison with the end of the previous ac- 
counting period or the previous year end, it provides management 
and the directors with the net changes in the assets, liabilities, and 
surplus during the current period. 

2. The Cash Report focuses the attention of management on 
the cash balance or balances, thereby acting as a control. If excess 
cash exists over the maximum balance required, top management 
has the option of investing it or using it for necessary expenditures. 
If the cash balance is less than the minimum requirement, financial 
measures must be taken to correct the deficiency. 

3. The Summary of Investment Holdings provides management 
and the directors with the total amount of securities held of a given 
type, as well as the total amount for all security holdings. It may 
also include the investment holdings at the end of the previous 
accounting period, thus showing the portfolio changes during the 
current accounting period. Since investments comprise approxi- 
mately 80 per cent of a casualty insurance company’s total assets, 
management must know the nature and content of the investment 
portfolio for supervision and control. The content of the investment 
portfolio is watched carefully by the board and management as 
well as by state supervisory officials. 

4. The Deliquency Mortgage Loan Report is a valuable aid in 
bringing to the attention of management and the directors the status 
of mortgages on which payments of interest, principal, or both are 
past due. 

5. The Agency Accounts Overdue Report presents the amount 
of agents’ balances delinquent. The report shows the amount and 
age of each agent’s account that is past due. The practice of 
listing accounts 60 days overdue cites those accounts requiring 
special attention before they become 90 days overdue and are 
considered as non-admitted assets for statement purposes. Many 
firms may wish to follow the practice of reporting to top manage- 
ment only those accounts over 60 and 90 days overdue and make a 
concerted effort to collect them. 

6. A Loss Reserve Report should be made for both manage- 
ment and the directors. It should show the reserve for known and 
incurred losses, the reserve for unreported but incurred losses, the 
reserve for contingencies, and any excess for statutory requirements 
over the case basis or other bases which may have been used in 
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determining company loss reserve requirements. The directors and 
management should always consider the information in the com- 
pany’s Loss Report or Statistical Claims Report, such as the fre- 
quency of claims, the average claim cost, and the number of cases 
in suit in evaluating the company’s loss reserves. The importance of 
adequately providing for the firm’s loss reserves can not be mini- 
mized. The use of more than one basis, such as case reserves by 
line and by coverage, for studying the adequacy of loss reserves is 
recommended. The computation by one base may be made more 
frequently than the computation by the other base. 

7. The Statement of Unassigned Funds (unappropriated sur- 
plus) is necessary to reconcile the balance in the unassigned funds 
account for the current period with that of the previous period. It 
shows the additions to and the deductions from the unassigned 
funds account during the present accounting period. A company 
may elect to reconcile both capital and surplus in this statement. 

8. The Statement of Income represents a summation of under- 
writing, investment, and other income operations of the company. 
An effective way of presenting the Statement of Income is to show 
comparative operating data between months and between account- 
ing periods for the current and previous years. Supporting income 
reports should be made also. The direct underwriting income report 
by line and by state, branch, or territory; or a report by coverage 
and by state, branch, or territory will aid management by furnishing 
the information as to the areas of greatest production. The Invest- 
ment Income Report will furnish like information by type of secur- 
ity. Investment Income Reports showing yields by classification 
and type of investment aid management and the directors in making 
investment portfolio decisions. 

9. Other important operating reports include the Loss Report 
or the Statistical Claims Report. One or both, depending on how 
detailed the Loss Report is, should be given to both management 
and the directors. These reports should be thoroughly understood 
by both groups for an accurate appraisal of claim policy and future 
claim outlook. The actuary needs the data in these reports for 
checking present rates and determining rate adjustments. 

Miscellaneous operating reports which act as valuable aids to 
management are the agency or territorial underwriting results re- 
ports and departmental and branch office expense reports. Only 
those agencies or territories having poor underwriting records or 
high underwriting expenses need to be followed consistently. 

There are a number of other operating reports that are valuable 
tools of management, but they are more in the nature of special 
studies than regular reports. These include such studies as claims 
by the age and sex of the driver, claims by coverages written, and 
underwriting results by policy year. 
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10. A company should make a comparative non-admitted asset 
report. It contains a list of all non-admitted assets so that manage- 
ment is aware of any changes between accounting periods in the 
value of these items. Some reports showing individual non-admitted 
assets, such as the report for agents’ accounts 90 days overdue, 
should be made once a month. Equipment, furniture, and fixtures 
should be reported in an individual report at least once a year. This 
will present management with such details as age, cost, deprecia- 
tion-to-date, and the book value (undepreciated value) of these 
items. A statement stating the company’s replacement policy should 
accompany the report. 


Summary 


The methods used in presenting accounting data available for 
policy and control purposes are in a constant state of evolution. 
With different management groups, different methods of presenta- 
tion are needed. Statements and reports and the commentaries that 
accompany them must always be prepared with this factor in mind. 
Unless accounting tools are designed to fit the personnel using 
them, the greatest benefit to be derived from their use will not be 
realized. 

The progress made in the past decade in developing and ex- 
panding accounting data and reports has been rapid. Over the 
past ten years, competition, rising costs, the development of the 
present Annual Statement and the Insurance Expense Exhibit, and 
pressure for even more uniform accounting data for rating pur- 
poses have stimulated interest and motivated management to seek 
and encourage the development of better accounting data, reports, 
and other tools of management for control and policy-making pur- 


poses. 











HOW OLD IS TOP MANAGEMENT IN 
INSURANCE COMPANIES? 
THE DATA AND SOME IMPLICATIONS 


THEODORE BAKERMAN 


Duquesne University 


This study is based upon an examination of the age of 2,685 
top executives of insurance companies. It is concerned with their 
ages from the point of view of the broad implications that can be 
derived relative to replacement problems. The sample is a large 
one and is probably representative of the situation throughout the 
entire insurance industry, excluding those numerous, extremely 
small organizations that operate orly on a local basis. 

American industry is more and more formalizing its approach 
to the development of executive talent. Economic expansion has 
vastly increased the need for executives, while a shortage of quali- 
fied aspirants for positions at top and near top levels has been ap- 
parent for a considerable period of time. Having sufficient talent 
available when needed is a matter that is too important to be left 
to chance. Moreover, formalized development programs improve 
the possibilities of getting the best man for the job. 

Some idea of the demand for executives created by the expan- 
sion of the insurance industry can be gathered from data derived 
from the censuses of population of 1940 and 1950. There were 
43,251 managers, proprietors, and officials in the industry in the 
earlier year as compared with 74,142 ten years later.! The insurance 
industry, as defined in the censuses of population, includes more 
than the insurance companies being considered here, but it is safe 
to infer that the trend in the company segment was similar to that 
in the insurance industry as a whole. Despite the rapid rise in de- 
mand for executive talent, there has been an observable lag on the 
part of insurance companies in the matter of sponsoring formalized 
management development programs. This lag is more pronounced in 
the area of top level management development than in the areas 
of lower and middle level management development. 


Purpose of the Study 


This study deals with a limited part of the problem of executive 


1 Bakerman, Theodore, “The Occupational Distribution of Employment 
in the Insurance Industry and its Change Over a Decade. (A Study of Census 
Data for 1940 and 1950).” The Review of Insurance Studies (Fall, 1953). 
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development within insurance companies. The purposes of the study 
are: 


1. To develop information on the age distribution of top execu- 
tives of insurers so that those in insurance teaching and in the in- 
dustry who are concerned with executive development will be 
able to obtain an overall view of indicated future replacement re- 
quirements for top level executives; 

2. To enable ‘adividual companies to compare their situation 
with that in the industry as a whole; 

3. To assess the general effect of the existing age distribution of 
top level executives on advancement opportunities throughout the 


industry. 


Scope of the Study 


Top executives of United States insurance companies occupying 
one or more of four offices are included in the study. These offices 
are president, vice president, secretary, and treasurer. Data were 
computed for all male officials of these ranks appearing in Who’s 
Who in Insurance? for 1956, in all cases where information on 
the date of their birth is given in that publication. An insignificant 
number of women listed in that publication as holding an eligible 
office are excluded. For company presidents, an effort was made to 
obtain information on year of birth from other sources if it was not 
given in Who’s Who in Insurance. These additional sources are 
Who's Who in America* and Who’s Who in Commerce and Indus- 
try. From these sources, it was possible to add a small number 
of presidents who would otherwise have been omitted. 

Chairmen of boards of directors are not included, unless they 
also hold one of the top four positions. The position of chairman of 
the board has, traditionally, been one where the incumbent is in 
semiretirement. However, in a recent study of top executives of 
the largest railroad, public utility, and manufacturing companies in 
the country, Mabel Newcomer points out that presidents of com- 
panies, stepping into the position of chairman of the board and 
relinquishing the position of president, sometimes retain executive 
authority and remain, in actual designation, the top or chief execu- 
tive officer of the company.® Despite the fact that some chairmen 


2 Mildred J. Smith (ed.), Who’s Who in Insurance (New York: The Un- 
derwriter Printing and Publishing Company, 1956). 

83 Who's Who in America, Vol. 29 (1956-57) (Chicago: A. N. Marquis 
Co., 1956). 

4 Who's Who in Commerce and Industry, The Ninth International Edi- 
tion (Chicago: A. N. Marquis Co., 1955). 

5 Mabel Newcomer, The Big Business Executive (New York: Columbia 
University Press, 1955), pp. 14-15. 
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of boards of directors are active, the presence in the group of num- 
erous inactive persons and the inability of the writer to distinguish 
between the two types led to the complete exclusion of chairmen 
of boards of directors. 

With few exceptions, those in middle and lower management 
are not found in Who’s Who in Insurance. There did not appear to 
be sufficient available data for deriving age distributions for lower 
ranks of officials than those that have been included. 


Classification Methods 


The items in the age distributions in Tables 1 to 4 are indi- 
viduals rather than jobs. Further, a person is classified in only 
one position. That is, a person counts only once within each of the 
four tables and does not count in more than one of the tables. It is 
necessary to make this point since there are many individuals in 
the insurance carrier industry who occupy more than one position 
in a company or who occupy the same or different position(s) in 
other companies. 

In all instances where a person occupies more than one position, 
whether the multiple positions are in one company or in more than 
one, the following order of precedence in classification is followed: 


(1) president, (2) vice president, (3) secretary, (4) treasurer. For 
example, a president of one company who is also a vice president of 
another company is placed only in the category of president, and 
his age does not appear among the data on vice presidents. Many 
secretaries of companies are also vice presidents of these companies. 
This occurs to such an extent that the total number of secretaries 
in Table 3 is markedly lower than the total number of presidents in 
Table 1. The post of secretary-treasurer is not an uncommon one, 
and the incumbents are classified as secretaries. Treasurers so fre- 
quently hold other offices that the total number in Table 4 is in- 
significant. 

Due to the fact that there are a number of men who are presi- 
dents of several insurance companies, the number of companies 
represented in the data in Table 1 is greater than the number of 
company presidents shown in that table. 

Replacement, in this paper, is considered in terms of individuals. 
The simplifying assumption is made that those who are promoted 
will take over all of the duties of the men who are being replaced. 
This justifies the elimination of duplication of individuals in Tables 
1 to 4. 


The Data 


All data in Tables 1 to 4 are as of December 31, 1956. This 
reference time also applies to all of the data that are included in 
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the textual material that follows, with one exception. The exception 
is the ages that are given for the range from ungrouped data. There 
the ages refer to those at birthdays in 1956. In Tables 1 to 4, the 
data are grouped in five year intervals. For each distribution, the 
arithmetic mean, median, standard deviation, coefficient of varia- 
tion, percentage distribution, and cumulative percentage distribu- 
tion are calculated from the grouped data. 

Table 1 shows the distribution of ages of 596 company presi- 
dents. The arithmetic mean of these ages is 57.8 years. As is the 
case with other top officers, the median is very close to the mean, 
being 58.0 years. The standard deviation is 9.86 years. The range 
runs from 31 years to 85 years. 

Table 2 shows the distribution of ages of 1,692 vice presidents of 
insurance companies. The arithmetic mean of the ages is 54.8 years, 
just three years below that of company presidents. The median age 
of this group is 55.0 years, and the standard deviation, 9.22 years. 
The range runs from 28 years to an amazing 94 years. 

Company secretaries are grouped in Table 3, there being 359 
in this category. The arithmetic mean of their ages, 54.3 years, is 
only one-half a year below that of company vice presidents. The 
median age is 54.2 years, barely lower than the mean. The standard 
deviation, 8.41 years, shows less dispersion than is evidenced for 
presidents and vice presidents. In addition, the range is narrower 
for secretaries than for either of those other classes of officers, ex- 
tending from 29 to 80 years. 

The mean age of treasurers (Table 4) is 54.5 years, and the 
median is 53.4 years. The standard deviation is 8.85 years. It is 
seen that the range is even narrower than that for secretaries, start- 
ing at 29 years and ending at 75 years. 

There are some notable similarities in all of the distributions, 
but this is particularly so among vice presidents, secretaries, and 
treasurers. All of the distributions more closely approximate the 
normal curve than is the situation with most empirical data of this 
type. In all four samples, the mean is close to the median, the 
greatest difference being that shown in the data on company treas- 
urers. Little variation is apparent among the means and medians 
of all groups, with the exception of company presidents. The coeffi- 
cients of variation are fairly close to each other in value. The co- 
efficient of variation for the ages of company presidents is 17.05 per 
cent; that for vice presidents, 16.83 per cent; that for secretaries, 
15.48 per cent; and that for treasurers, 16.25 per cent. 

Details of the percentage distributions of the data can be readily 
observed by the reader in the tables and will not be repeated ex- 
tensively here. However, the extremes of the distributions may oc- 
casion some surprise. Throughout American industry, instances of 
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executives in the age groups under 40 years and over 70 years are 
not too common. Those officers under 40 years old who are included 
in this study are likely to be officials of those insurers that can be 
classified as family firms, although that is not always so. To a lesser 
extent, the same can be said of those who are 70 years old or 
older. However, the practice of nepotism may be in keeping with 
the best interests of such firms. In insurers other than family firms, 
there are a number of instances indicating that neither relative 
youth nor extreme age are barriers to holding top management 
positions. For example, the oldest man included in this study is a 
vice president of the Knights Life Insurance Company, which is 
not a family firm. He was 94 years old in 1956. 


Some Implications 


At what age does the problem of having on hand adequate 
replacement material become one of pressing importance? It might 
be said that since the future status of one or a few top officials is 
not predictable, it- is important for any company that it have on 
hand personnel who are capable of taking over, irrespective of 
the age of the present top officers: However, broad agreement might 
be obtained on a conclusion that where officials are 60 there is an 
immediate need for trained replacements. 

If the above standard be applied, it can be concluded that there 
is an immediate need to have on hand a sufficient number of 
qualified persons to take over the positions of 42.8 per cent of 
those now holding the position of president of an insurance com- 
pany. Corresponding figures for vice presidents are 26.9 per cent; 
for secretaries, 25.9 per cent; and for treasurers, 28.9 per cent. 

Somewhat arbitrarily, the writer has established the age group 
including those 55 years old but under 60 years as a near-immediate 
category insofar as provision for replacement is concerned. Eighteen 
per cent of the presidents of insurance companies are in this age 
group, as are 20.1 per cent of the vice presidents, 20.6 per cent of 
the secretaries, and 10.5 per cent of the treasurers. 

Combining the data for all four classes of officers in both the 
immediate and near-immediate replacement categories, it is found 
that 49.9 per cent of the top management analyzed in this study are 
at an age where steps should be taken to provide for their suc- 
cessors. 

What is likely to be the general effect of the existing age dis- 
tribution of top management on advancement opportunities 
throughout the industry? The future appears highly favorable for 
those in middle and lower management. The vertical mobility pull 
caused by vacancies in top management positions can frequently 
be felt down to the lowest rung, and the data indicate that pulls of 
this nature will occur often. 


























UNCERTAINTY AND THE OASI PROGRAM 
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The function of insurance is to provide certainty. In a world 
filled with uncertainty for the individual, both public and private 
efforts have been made to reduce uncertainty. While the uncer- 
tainty of economic loss can be reduced by organized efforts in the 
direction of loss prevention, the average individual is still con- 
fronted with the problem of preparing for such contingencies as 
premature death, accident and sickness, old age, and unemployment, 
as well as unforeseen losses of property by accidental means. At- 
tempts to cope with this problem have involved both public and 
private programs of insurance. 

While the early history of private insurance reveals that con- 
siderably less than complete certainty was made available through 
the purchase of an insurance contract, modern insurance com- 
panies have established an enviable reputation with regard to the 
payment of claims. While their activities do not necessarily reduce 
the number of losses, the uncertainty of economic loss to the policy- 
holder is practically eliminated. When an individual makes a con- 
tract with a life insurance company to make payments commencing 
upon a certain date or upon the happening of a certain event, he 
can be sure that such payments will be made. There are two possi- 
ble exceptions to this generalization. One is the case in which the 
applicant for such coverage makes a false statement which subse- 
quently becomes the basis for a rescission of the contract. Even this 
will be the case only during the earliest years of the life insurance 
contract.!_ A second exception would be the case when the insur- 
ance company is financially unable to meet its obligations. While 
this possibility is of more than historical interest, the present 
strength and stability of life insurance companies is such as to make 
this a rather remote contingency.” 

A survey of the claims practice of several life insurance com- 
panies indicates that well over 99 per cent of death claims are 
paid without any dispute, and of those disputed a considerable 
proportion are paid. Even in the case of accidental death benefit 


1 Before he comes under the protection of the incontestable clause. 
2 Recent insurance history in certain states may cause some readers to 
take exception to this flattering statement. 


(45) 
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claims,* the vast bulk are paid without dispute; and many of those 
disputed result in payments to the beneficiary.‘ 

The relatively high degree of certainty enjoyed by the individual 
who purchases a private life insurance policy is a result of several 
factors. First, such contracts have developed over a long period 
of time and have been subjected to such careful scrutiny and inter- 
pretation by the courts that there is little room for doubt as to their 
exact meaning. Second, the policy is a contract enforceable at law; 
the policyholder knows what he is entitled to and under what cir- 
cumstances, and the court will assure that he receives what he has 
been promised. Third, the tradition of paying all claims promptly 
and without question reduces delays and disputes to a bare mini- 
mum. Finally, the financial ability of the insurer to make good its 
promises is well established. 

A casual survey of benefits under the old age and survivors’ 
insurance program and the qualifications of those “covered,” as 
well as those eligible for benefit payments, might lead one to think 
that this is also an area of complete certainty so far as the premium- 
payer and the beneficiary are concerned, but such is not the case. 
Unfortunately, it is difficult for the employee or the prospective 
beneficiary to determine the facts of his case in advance.® Instead, 
decisions are handed down when applications for benefits are made 
and, in most cases, by this time, the damage, if any, has been done. 
The taxpayer (premium-payer) does not have a contract with the 
Social Security Administration; but he and his dependents have 
“rights,” the specific nature of which is determinable in an absolute 
sense only at some date in the future. The insured does not have a 
contract which he can examine or submit to an attorney for expert 
opinion, and the information which is usually available to him is 
either such a brief recitation of the law as to be unhelpful (or 
misleading ecause of its incompleteness) in particular instances or 
couched in technical jargon unintelligible to the average individual. 

Uncertainty in the program centers around two separate points: 
coverage and eligibility for benefits. While most employed people 
are covered by the present program, some are still excluded. In 
some instances, the dividing line between inclusion and exclusion 
is somewhat hazy. Even among those covered (included), how- 
ever, there is uncertainty as to eligibility for benefits because of the 
operation of requirements for “insured” status as well as require- 
ments with regard to dependency status of certain classes of claim- 


3A difficult area because of the necessity of proving not merely death, 
but its proximate cause. 

* Owen Rall, “The Proper Policing of Claims,” Best’s Insurance News, 
Life Edition, Volume 57, Number 8 (December 1956), pp. 20-21. 

5 And few are aware of the desirability of such a determination. 
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ants. A third area of uncertainty involves the operation of the “an- 
nual retirement test.” 


Coverage 

Presumably, it is easy enough for the individual to determine 
whether or not he is “covered.” In most instances, this will be 
obvious from the fact that his employer is deducting the social 
security tax from his pay check. Whether or not he is fully or per- 
manently insured is readily determined by an examination of his 
employment records as well as his record of tax payments. Such 
information can be obtained from the Social Security Administra- 
tion, and the speed with which responses are made to requests for 
such information speaks well for the efficiency of this organization. 
Once he is permanently insured he cannot lose this status. How- 
ever, those who are classified as currently insured may lose such a 
status (and the benefits attached to it) by withdrawing from cov- 
ered employment for a period of time. Thus, an individual may be 
currently insured at one date and not insured at some later date.® 

The question of coverage is considerably more difficult with 
regard to the self-employed. The difficulty stems from the fact that 
not all such people are included under the program. While it may 
be true that in many iustances mere payment of the tax might be 
accepted as evidence of qualification for participation in the plan, 
there are some classifications that are indeed so vague as to require 
administrative interpretation on a case-by-case basis. An illustra- 
tion from the 1956 amendments may make this point clear. 

Under earlier amendments, farmers as a class were covered 
and landlords who rented land to such farmers on a share basis 
were specifically excluded regardless of the extent of their parti- 
cipation in the operation of the farm or its management, unless they 
were actually farmers themselves.? Under the 1956 amendments, 
some landowners who could not under the former law be classi- 
fied as farmers were permitted coverage.® 

The particular requirement for participation of such land- 
owners is stated in such a way as to raise more questions than it 

® This is somewhat similar to what will happen to his private insurance 
contract coverage if he discontinues making premium payments. However, 
the usual practice of life insurance companies is to make every effort to en- 
courage him to continue premium payments and to give ample notice that 
coverage is expiring when such payments are discontinued. In contrast, the 
individual must make inquiry to determine his status under the social security 
program. If he does not do so, he may think he is covered, only to have his 
survivors make the discovery at some later date that he is not. 

7 In which case, their participation in OASI would relate to the fact that 
they were farmers, and their incomes as landlords would have no bearing on 
their coverage. 

8 Social Security Amendments of 1956, PL 880, 84th Congress, 2nd Session. 
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answers. Such landowners are eligible for coverage under the 
program under two circumstances. One, if they participate actively 
and materially in the actual operation of the farm. Presumably, this 
means actual physical labor in farming activities. Two, if they par- 
ticipate to a material extent in the making of significant manage- 
ment decisions. Both of these requirements are the potential source 
of much uncertainty for the individual endeavoring to obtain cov- 
erage because they are extremely vague and leave the decision to 
administrative discretion. Guides for the individual attempting to 
interpret these requirements are available in various Internal Reve- 
nue Service publications,® but the illustrations actually serve to 
indicate the difficulty of deciding whether or not a particular in- 
dividual is entitled to coverage. 

The individual taxpayer who realizes that he may not be eligi- 
ble for coverage can obtain a determination as to his status from 
the District Director of Internal Revenue by setting forth the facts 
of his case and requesting the District Director to make a deter- 
mination in the matter. Those who think they are eligible for cov- 
erage merely because the social security self-employment tax they 
pay is accepted without question may be enjoying a false sense 
of security. They will learn the facts of the case when they ap- 
ply for benefits, at which time an individual determination will 
be made. In the event that they are ineligible for coverage, they 
will receive no benefits but will be entitled to a refund of over- 
paid self-employment taxes provided their application for such 
refund can be processed before the expiration of the statutory period 
of limitations.° What this means is that those who think they are 
eligible for coverage, but are not, will not only be ineligible for the 
benefits they thought they would receive but may receive only a 
partial refund of the taxes they have paid. 

As a practical matter, the uncertainties concerning coverage and 
insured status discussed above would have little significance if all 
claimants for benefits received them. An analysis of the reasons for 
disallowance of claims in 1955, however, reveals that the major 
reason for disallowance was the failure on the part of the worker 
to meet the insured status requirement. In view of the fact that 
nearly nine per cent of those making formal application for benefits 
in 1955 were denied such benefits, it can be seen that a sizeable 


*E.g. Revenue Ruling 57-58, Internal Revenue Bulletin, 1957-6 (Febru- 


: ary 11, 1957), p. 17 ff; and Publication No. 225, 1956 Farmers’ Tax Guide, 


Income and Self-Employment Taxes, Internal Revenue Service, p. 41 ff. 

10 Three years from the time the tax was required to be paid. See Prentice- 
Hall Federal Taxes, Volume 2-A, paragraph 20,919, Code Section 6,511, 
“Limitations on credit or refund.” 
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number of people failed to establish insured status.!! The problem 
of coverage is important. 


Eligibility for Benefits 


A study of the number of applications for benefits made each 
year from 1940 through 1955 reveals some trends that might be 
anticipated by considering the growth of the old age and sur- 
vivors’ insurance system. When the number of applications dis- 
allowed each year is examined, however, some unexpected devel- 
opments are found. 

The total number of applications processed? has increased al- 
most steadily each year from over a quarter million in 1940 to 1.8 
million in 1955, with a slight decline during 1942, as is indicated in 
Table 1. The number of claims disallowed increased every year 
until 1950. In that year, the number of claims disallowed decreased 
although the number of applications processed increased consider- 
ably over the preceding year. (See Table 2) 

As Table 3 indicates, the percentage of total applications 
processed that resulted in disallowance of the benefit applied for 
increased every year from 1940 until 1949. In 1949, there was a 
slight decline in the percentage denied; and in 1950 there was a 
marked drop in the percentage of denials. One explanation for this 
decline in the percentage of claims disallowed might be that the 
applicants were better informed with regard to the requirements 
for eligibility for benefits with the result that fewer who were not 
qualified made application. Another explanation may be that 
there was some change in the method of handling claims that in- 
volved a more liberal interpretation of the requirements, i.e., a 
less rigid application of eligibility standards. The number of claims 
processed in 1950 represented a much larger increase over the pre- 
ceding year than had been the case in any other year, and the 
adjustments in administrative procedure necessary to handle the 
increase may have resulted in a reduction in standards. It is prob- 
ably true that less time and effort are involved in approving an 
application than in disallowing benefits. 

The year-to-year variation in the total disallowance rate may 
also be related to a combination of the following factors: (1) the 
increase in the number of quarters of coverage required for fully 
insured status for individuals currently attaining retirement age 


114 total of 158,851 applicants were denied the benefit applied for in 
1955. 

12 This figure is used instead of the number of applications filed because 
the number of denials as a percentage of applications filed would be less 
helpfui for interpretation than the number of denials as a percentage of ap- 
plications processed. 
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or dying as the program has matured—except as altered by amend- 
ments to the Social Security Act, (2) liberalizations in the eligi- 
bility requirements provided by amendments to the act, and (3) 
changes in economic and employment conditions.'* 

Whatever the explanation for changing percentages of disallow- 
ances over a period of years, it would appear from examining the 
percentage of total applications denied each year that the chance 
that any one application would be approved was partly a function 
of the year in which the application was processed. The chance of 
denial was certainly much higher in 1948 and 1949 than in any 
subsequent year. During the entire sixteen-year period, over 10 
per cent of the applications processed resulted in a disallowance 
of benefits. Stated another way, 90 per cent of those who applied 
for benefits received them. 

Other parts of Table 3 are particularly difficult to interpret. 
For example, in 1940 about four per cent of the applications for 
old-age benefits were disallowed while nearly 40 per cent of 
the applications for parents’ benefits were disallowed. By 1949, the 
percentage of applications for old-age benefits disallowed had 
increased to over 15 while the percentage of applications for 
parents’ benefits disallowed had decreased to less than 23. From 
1949 to 1955, the percentage of applications for old-age bene- 
fits disallowed was reduced by one-half while the percentage 
of applications for parents’ benefits disallowed nearly doubled. 
Such changes appear to be explicable only in terms of changes 
in administrative procedure.'* To the individual, however, they 
represent drastic changes in the probability of qualifyng for 
benefits. On the basis of the record for 1940 through 1955, it would 
appear that the chance of receiving favorable action on an appli- 
cation for benefits under the OASI program depends upon the 
timing of the application as well as the particular benefit involved. 

An examination of the reasons for disallowing claims is reveal- 
ing. As was indicated previously, an analysis of these reasons for 
1955 indicated that more than half of the denials resulted from the 

18 These factors were suggested by Alvin M. David, Assistant Director, 
Bureau of Old Age and Survivors’ Insurance, in a letter to the author dated 
May 3, 1957. 

14In the letter referred to in footnote 13, Mr. David suggested that the 
variation in the percentage of disallowances for different benefits during any 
one year is related to the differences in eligibility requirements. For example, 
the requirements for old-age benefits are much less complicated than those 
for parents’ benefits, so one may logically expect a higher percentage of dis- 
allowances of applications for parents’ benefits. This does not explain why 
the disallowance rate for parents’ benefit applications was ten times that for 
old-age benefit applications in 1940 while in 1947 the rates were nearly equal 
and by 1955 the ratio had gone back up to five to one. 
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worker's failure to meet the insured status requirement. Another 
one-fifth of the denials was a result of the worker or claimant fail- 
ing to meet the age requirement or furnish proof of age. Thus, 
nearly 75 per cent of the denials were based on objective criteria 
which do not leave discretion to those administering the program. 
Exceptions to this statement may arise in connection with those 
who are self-employed when the matter of coverage depends upon 
the interpretation of such phrases as “material contribution” and 
“active participation.” Because of the fact that hazy classifications 
of self-employment are a relatively recent coverage, however, this 
problem has probably not as yet been reflected in denial data. 
Moreover, this will not become a significant proportion of the total 
because the vast majority of those covered by the program are 
not in such a category. Nevertheless, for those who are, the deci- 
sion as to their eligibility for benefits can be significant, especially 
if they have relied upon social security benefits as the foundation of 
their insurance programs. 

The nature of this problem is illustrated by teachers who supple- 
ment their incomes by writing and lecturing. The problem faced by 
the individual who is employed as a full-time teacher and also re- 
ceives royalties from his publications or fees for lecturing is to de- 
termine whether or not he is self-employed. If he is self-employed, 
he must pay the social security tax as required by the Self-Employ- 
ment Contributions Act; and he will become entitled to benefits 
under the OASI program. On the other hand, if he is not con- 
sidered to be self-employed, he need not pay the tax and will not 
come under the program. In any event, however, payment of the 
tax and its acceptance by the Internal Revenue Service does not 
mean that he will become entitled to benefits. He may merely re- 
ceive a refund of that portion of the tax he has paid that can be 
refunded prior to the expiration of the statutory period of limita- 
tions. However, according to information provided by the Colum- 
bus, Ohio District Office of the Social Security Administration, when 
an individual has paid the tax over a period long enough so that 
there remains to his credit un-refundable a sufficient amount of tax 
paid over a sufficient period of time to entitle him to benefits, he 
will receive them in spite of the fact that he is found to be ineligible 
for coverage. For example, if he pays the tax for a period of 13 
years and then makes application for benefits, a finding that he is 
ineligible for coverage will make it possible for him to receive a 
refund of only the most recent three years’ tax payments because 
of the statute of limitations. This would leave to his credit ten 
years of social security tax payment, which would give him the 
necessary forty quarters of coverage to be permanently insured. 
This result apparently stems from the fact that there is no provision 
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in the law for revising the record of earnings after the expiration 
of the time limitation under the circumstances which have been 
outlined.*® 

The question of whether or not an individual is self-employed 
seems to hinge upon the regularity of such employment. The In- 
ternal Revenue Service has indicated that royalties received from 
one book are not considered to be earnings from self-employment 
as the writer is not considered to be “regularly engaged in an occu- 
pation or profession” unless he “prepares new editions of the book 
from time to time, writes other books and materials, .. .’1* The 
exact dividing line between the individual who is regularly en- 
gaged in writing books and one who is not regularly engaged is 
somewhat difficult to locate. Those who are interested in having 
royalties qualify as self-employment income in order that they may 
be eligible for social security coverage may be well advised to re- 
vise their publications occasionally. 

Other reasons for disallowance are based on definitions of the 
relationship between the beneficiary and the insured worker. Some 
of these involve iegal status, but the matter of dependency is also a 
factor. The Social Security Act defines retirement age as 65 for a 
man and 62 for a woman. It then defines the classifications of wife, 
widow, former wife divorced, child, husband, and widower, in 
terms of legal relationship to the insured without mentioning de- 
pendency.'? The act also provides that 


“In determining whether an applicant is the wife, husband, 
widow, widower, child, or parent - a fully insured or currently 
insured individual for purposes of this title, the Administrator 
shall apply such law as would be applied in determining the 
devolution of intestate personal property by the courts of the 
State in which such insured individual is domiciled at the time 
such applicant files application, or, if such insured individual is 
dead, by the courts of the State in which he was domiciled at 
the time of his death, or if such insured individual is or was 
not so domiciled in any State, by the courts of the District of 
Columbia. Applicants who according to such law would have 
the same status relative to taking intestate personal pro 

as a wife, husband, widow, widower, child, or parent shall be 
deemed such.” 18 


The application of this section of the law has resulted in people 
in almost identical circumstances receiving different decisions with 


15 See CCH Unemployment Insurance Reporter, paragraphs 808 and 809, 
Regulations. 

16 Revenue Ruling 55-385, p. 100, Internal Revenue Cumulative Bulletin, 
1955-1. 

171CCH Unemployment Insurance Reporter, para. 865, SSA Sec. 216. 

18 Ibid. 
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regard to their applications for benefits. For example, the effect of a 
“mail-order” Mexican divorce may vary from state to state and thus 
affect the widow's entitlement to benefits. In a Massachusetts 
case,!® a deceased insured’s third wife was classified as his “widow” 
and became entitled to benefits because under applicable state law 
she would be entitled to widow’s rights in the intestate personalty 
of the deceased worker in spite of the fact that his “mail-order” 
Mexican divorce from his first wife was found to be invalid. On the 
other hand, a similar case in New York *° had opposite results be- 
cause the New York courts would not recognize a “mail-order” 
Mexican divorce; and the second wife, who applied for widow's 
benefits, was found to be not entitled to them. 

Similar disparities between states are found with regard to the 
entitlement of children for benefits. Children of an invalid marriage 
in New York were found to be the deceased’s legitimate heirs and 
therefore entitled to benefits under OASI.*! In contrast, the illegiti- 
mate children of a male insured who died while domiciled in Penn- 
sylvania were not entitled to child’s benefits under OASI because 
the law of Pennsylvania provides that such children shall be con- 
sidered children of the mother but not of the father.2? On the 
other hand, illegitimate children in Puerto Rico who are acknowl- 
edged or recognized by the father as his natural children are con- 
sidered to be so for purposes of sharing in his intestate personal 
property and are therefore entitled to social security benefits based 
on his earnings.?* 

Prior to 1957, establishment of the required legal relationship to 
the insured would not necessarily entitle an individual to benefits, 
however. The Social Security Act also required that a widow must 
have been “living with” her husband immediately prior to his 
death.** Social security regulations serve to amplify the meaning of 
“living with” ** as follows: 


“The wife or husband, as the case may be, of the individual 
upon whose wages and self-employment income her or his ap- 
plication is based is deemed to be ‘living with’ such individual at 
the time application for a wife’s or husband’s benefit is filed, and 
such individual’s widow or widower is deemed to have been 


19 219 Fed. 2d. 762. 

20 215 F. 2d. 190. 

21 86 F. Supp. 47. 

22 102 F. Supp. 201. 

73110 F. Supp. 893. 

24 CCH Unemployment Insurance Reporter, para. 671, SSA Sec. 202. 

ape CCH Unemployment Insurance Reporter, para. 884, Regulation Sec. 
404,1111. 
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living with such individual at the time of such individual’s death, 
if, at such time, any one ** of the following conditions is met: 

(a) The husband and wife are at such time members of the 
same household.—A husband and wife who customarily 
lived together in the same place of abode but who were 
not actually doing so at such time, may nevertheless be 
members of the same household if they were apart only 
temporarily and intended to resume living together in 
the same place of abode. 

(b) The applicant was at such time receiving regular con- 
tributions from such individual toward his or her sup- 
port.—Contributions must be substantial, and may be 
made in cash or other medium. In determining the suffi- 
ciency of contributions under this section, the surround- 
ing circumstances with ae to both the time when 
contributions were received by the applicant for his or 
her support and the amount heniel shall be taken into 
consideration. 

(c) Such individual had at such time been ordered by any 
court to contribute to the applicant’s support. This con- 
dition is met if such individual is legally compelled to 
contribute to the support of the applicant at the particu- 
lar time by reason of any order, judgment, or decree of a 
court of competent jurisdiction, regardless of whether 
he or she actually made any such contribution. In deter- 
mining the existence of such legal compulsion, any such 
order, judgment, or decree shall be considered as in full 
ort and effect unless it has expired or has been va- 
cated.” 


Part (c) of these regulations appears to be capable of fairly ob- 
jective application to any specific case. This was illustrated in Col- 
bert v. Hobby 27 in which case the widow was deemed to be not 
“living with” the wage-earner at the time of his death nor receiving 
contributions from him, since the court order requiring him to 
contribute to her child’s support was not in effect at the time. 

The difficulty encountered in applying parts (a) and (b) to 
specific circumstances is illustrated by a case which came to the 
author’s attention recently. Mr. A was fully insured at the time 
of his death, but he and Mrs. A were not living together nor had 
he been ordered by any court to contribute to her support. Instead 
of making direct contributions to her support, Mr. A devoted $125 
per month toward paying premiums for insurance on his life with 
Mrs. A as beneficiary. He had indicated to Mrs. A that he could 
do either this or make a similar contribution to her directly, but 
he could not do both and she elected to have him continue his in- 
surance in force for her benefit. 


26 Italics supplied. 
27 130 F. Supp. 65. 
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Mrs. A was not living with Mr. A at the time of his death be- 
cause he was, and had been for several years, an alcoholic. She 
could easily have obtained a court order requiring him to con- 
tribute to her support, but this would have had several disad- 
vantages, at least from her point of view. One, she hoped that he 
would be “cured” and they would resume living together. The use 
of force under such circumstances might completely eliminate such 
a possibility. Two, compliance with the court order would result 
in lapsing his insurance. Three, she did not want to make a public 
record of their domestic difficulties. 

When Mr. A died, he left all of his private life insurance and 
his estate to Mrs. A. Her application for benefits under OASI as 
his widow has been denied, however, on the grounds that she is 
not deemed to have been living with her husband at the time of 
his death. Her attempts to prove that she intended to resume liv- 
ing with him were futile. Under such circumstances, proving what 
is intended may be difficult, and the burden of proof is on the 
applicant for benefits. Payment of life insurance premiums for her 
benefit was not considered to. be a contribution toward her sup- 
port. If Mr. A had been permitted to put his social security tax 
contributions into life insurance, he could have given his widow 
the benefit by naming her beneficiary, as he did with his other life 
insurance. Instead, his tax contributions were worse than wasted 
as they led both Mr. and Mrs. A into a false sense of security. The 
fact that he considered her his widow and entitled to whatever - 
he had to leave her appears obvious, but part of their social security 
program became a victim of the “living with” requirement and the 
interpretation of the regulations pertaining to it.** 

The harshness of a strict application of the “living with” re- 
quirement need no longer be a source of concern to estate planners 
as this requirement was eliminated in the 1957 amendments to the 
Social Security Act.” It is now sufficient if either a valid marriage 
existed between the applicant and the insured when the applica- 
tion was filed or, as the case may be, when the insured died; or 
the applicant would be entitled to inherit the insured’s intestate 
personal property the same as a widow or widower, under applic- 
able state law. This eliminates the extra hurdle of the “living with” 


28 With particular regard to the lump-sum benefit, the court indicated in 
Colbert v. Hobby (130 F. Supp. 65) the theory of the “living with” require- 
ment in the following words: “It seems clear, therefore, that the payment 
of the lump-sum death benefit is dependent on more than marital status. It 
is dependent upon an economic loss suffered by the wage-earner’s death, and 
Congress has indicated those conditions of the marital status which must be 
held to give rise to the economic detriment contemplated by the legislation.” 


2° See Prentice-Hall, Social Security Taxes, Volume 2, paragraph 36, 159.6 
and Public Law 85-238. 
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requirement but will place even more emphasis on state court 
interpretations of what constitutes a valid marriage. Moreover, the 
provision with regard to the determination of status being depend- 
ent upon state law with respect to the inheritance of intestate 
personal property leaves considerable room for variation between 
the states. Thus, identical applications may well bring differing 
results. Nevertheless, the elimination of the “living with” provision 
is a significant improvement from the point of view of the individual 
applicant. 
The Annual Retirement Test 

Applicants who qualify for and receive retirement benefits un- 
der OASI are subject to some uncertainty if they have earnings from 
either employment or self-employment prior to age 72. When the 
retired person reaches age 72, his benefits under OASI are not 
affected by earnings; but between the ages of 65 and 72 such bene- 
fits may be reduced or eliminated entirely, depending upon the 
magnitude of his earnings. If the retired person expects his earn- 
ings to exceed the maximum permissible,*° he is required to notify 
the Social Security Administration so that his benefits may be re- 
duced accordingly. 

The problems involved in the administration of this require- 
ment were discussed in an article in the Social Security Bulletin for 
March, 1956 *! which also illustrated the uncertainty and incon- 
venience to which the retired individual may be subjected. A sur- 
vey made by the Social Security Administration revealed that “even 
though a beneficiary understands the dependence of benefit receipt 
on annual as well as monthly earnings, he may still not be able to 
avoid too many deductions or too few deductions during the course 
of the year because of the difficulties involved in making accurate 
estimates of annual earnings.” ** The accuracy of his predictions 
concerning annual earnings may be adversely affected by such un- 
foreseable events as death, disabling illness, strikes, temporary lay- 
offs, overtime pay, and wage increases. In many cases, it is even 
more difficult for self-employed people to estimate their earnings. 

The problem of the self-employed, retired beneficiary is made 
even more complicated by the provision that benefits are not to be 
withheld because of earnings from self-employment for any month 
in which a beneficiary does not render substantial services in self- 
employment. If his earnings exceed more than the exempt amount, 
it is presumed that he has rendered substantial services in self- 
employment in every month unless he can give adequate proof 

%° Currently $1200 per year. 


81 Aaron Krute, “Old-Age and Survivors Insurance: Operation of the 
Annual Retirement Test,” Social Security Bulletin (March, 1956), pp. 6-13. 


82 Jbid., p. 7. 
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to the contrary for certain months. The burden of proof is thus on 
the person receiving benefits and the “specific method for deciding 
whether an individual has rendered substantial services is left to 
administrative determination . . . (and) there is no single rule 
under which it can be determined if a beneficiary has rendered 
substantial services in self-employment. As a result, the retirement 
test for the self-employed creates additional administrative prob- 
lems.” #8 As such administrative problems multiply and attempts 
are made to solve them, the individual concerned is subjected to 
more uncertainty regarding his retirement benefits. 

A survey made to determine the extent to which beneficiaries 
were complying with reporting requirements during the year 1952 
revealed that almost 90 per cent of the self-employed beneficiaries 
earning more than $900 * filed current reports so that benefits could 
be withheld concurrently with employment. However, in spite of 
this effort to comply with reporting requirements, “it is estimated 
that, if there had been no liberalization of the retirement test in 
1952, year-end benefit adjustments would have been necessary 
for 35 per cent of the self-employed beneficiaries sampled. Fifteen 
per cent of the cases would have resulted from too many current 
deductions and 20 per cent from insufficient current deductions.” ** 

Compliance with the reporting requirements, and thus the with- 
holding of the proper number of benefits concurrently with earn- 
ings, is complicated by the fact that the requirements of the annual 
retirement test are difficult for beneficiaries to understand. Fur- 
thermore, even those who do understand have difficulty in making 
the necessary income estimates or, in the case of the self-employed, 
proving that they rendered no substantial services during certain 
months. This results in what are referred to as “dry spells” for the 
beneficiary and in the administrative problem of recovery of excess 
payments. A “dry spell” for the beneficiary ensues when excess 
earnings during one period which were not offset by the withholding 
of the proper number of benefits concurrently result in such bene- 
fits being withheld during some subsequent period. If, during such 
a period, his earnings are reduced to a level which would normally 
qualify him for full benefit payments (or he has no earnings ), this 
may indeed by an exceedingly “dry spell.” 

If the beneficiary earns enough so that he is entitled to no benefit 
payments and, thus, such payments cannot be withheld to offset 
some prior over-payment, he may be forced by court action to 
make a refund payment from his current earnings. Since 1954, the 


33 Ibid., p. 7. 

%4 At that time the maximum amount that would not affect benefit pay- 
ments. 

%5 Tbid., p. 10. 














Uncertainty and The OASI Program 61 


Bureau of Oid Age and Survivors’ Insurance has “actively sought, 
through personal contact and, if necessary, court action, to obtaiu 
refunds of excess benefit payments from beneficiaries who con- 
tinue to work and who do not make a refund within 30 days of 
receipt of an initial written request.” ** If consideration be given 
to the low level of incomes that will result in ineligibility or benefit 
payments, as well as to the difficulty the average recipient may 
have in avoiding the receipt of benefit payments to which he is 
not entitled, it is interesting to contemplate the amount of eco- 
nomic insecurity engendered by this type of concientious adminis- 
tration of the provisions of the Social Security Act. 


Conclusion 


Much of the growth of OASI in the two decades since the 
passage of the first Social Security Act has been a result of our 
concern with two aspects of the program: first, the adequacy of 
the benefits provided for in the law or actually received by retired 
persons or beneficiaries of deceased insureds; and second, the 
breadth of the coverage. The result has been that the OASI program 
has been characterized by ever-increasing benefit payments and 
ever-broadening coverage. The result of this increase in benefit pay- 
ments and expansion of coverage is that any problems connected 
with qualifying for and receiving benefits have been almost com- 
pletely overlooked. Much of the planning for, and purchasing of, 
life insurance is based on certain assumptions with regard to the 
receipt of benefits under OASI; and there seems to be a universal 
assumption that everyone who thinks he is covered and will receive 
benefits is correct. 

As this article has pointed out, this assumption may not always 
be valid. Because most of us as individuals regard insurance as a 
way of escaping from probability rather than relying on it, anything 
in the OASI program that leaves room for uncertainty constitutes a 
defect. 

Uncertainty in the OASI program stems from several sources, 
some of which are perhaps basic in nature whereas others are 
financial or administrative and could be eliminated. The first source 
of uncertainty, that concerning coverage, sounds simple but is not. 
At first glance, it would appear that the way to solve the problem 
would be to have 100 per cent coverage. The difficulty with this 
approach is that the program is intended to provide a continuation 
of some portion of the insured’s earned income either for him when 
he retires or for his dependents when he dies. This implies that the 
income to be used as the basis of benefits is a result of personal 
effort rather than being exclusively property income. While it would 


36 Tbid., p. 11. 
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be possible to provide coverage for people who had only property 
incomes, the purpose of the program is to replace income lost by 
death or retirement; and property income does not necessarily 
decrease or disappear as a result of either of these events. Actually, 
coverage for those who have only property incomes would not 
constitute a completely new principle, however, as the inclusion of 
the self-employed is a step in this direction. Self-employed farmers, 
for example, are not asked to split their incomes into earned and 
property segments but instead pay their self-employed tax on the 
net up to the maximum of $4,200 per year. Administrative necessity 
forces the inclusion of property income. 

Another major source of uncertainty with respect to coverage 
stems from the classifications of currently and fully insured. The 
fact that an insured can lose his status if he is only currently in- 
sured is undesirable in some respects but is an attempt to give him 
what he is paying for. Those who are fully insured have, in a sense, 
a paid-up policy. This attempt to create a similarity between OASI 
and a private life insurance scheme, however, leaves the currently 
insured person uncertain as he is never notified when his status 
changes. Perhaps such notification would be administratively un- 
feasible, but as the number of those who face this problem de- 
creases, such notification may become practical. 

The uncertainty which results from the requirements for eligi- 
bility for benefits is probably the most difficult problem of all, and 
it is in this area that the program departs most from usual con- 
cepts of how an insurance scheme should be operated. The heart 
of the problem is in classifying beneficiaries rather than naming 
them. Furthermore, the interpretation of who falls into a particular 
classification is complicated by relating it to state laws regarding 
marriage and the inheritance of intestate personal property, as well 
as court decisions with reference to such laws. Nothing could be 
better designed to bring a hodgepodge of results. In addition to 
this problem of classification, decisions as to which persons, if any, 
in such classifications are entitled to benefit payments are related 
in some instances to degrees of dependency. While this may result 
in what are virtually unexpected windfalls for some beneficiaries, it 
injects an element of uncertainty that complicates planning for the 
future by the insured himself as well as those who “night” receive 
benefits. 

A final source of uncertainty in the program stems from the 
retirement test, which is designed to prevent those who are other- 
wise qualified for benefits, but are not actually retired, from re- 
ceiving such benefits. This notion is probably related to the popular 
idea in the 1930’s that anyone who could retire on a pension ought 
to in order to make room for the masses who were looking for em- 
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ployment. Currently, the requirement is retained because it results 
in a considerable reduction in the outlay for benefits. It was esti- 
mated in 1954 that “if benefits were payable automatically on attain- 
ment of age 65 rather than only on retirement at age 65 or later, the 
increased cost would be close to one per cent of taxable payroll 
now and somewhat more later.” **7 Considering the amount of un- 
certainty that this test causes, however, it should probably be 
abandoned. 


37 Robert J. Myers, “Basis and Background of the Retirement Test,” Social 
Security Bulletin (March 1954), p. 14. 
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Introduction 


The Republic of the Philippines consists of a large number of 
islands located in the tropics near the southeastern coast of Asia. 
Although the country is quite mountainous, it has a considerable 
amount of fertile agricultural land; and agriculture is the principal 
industry. The chief products are rice, copra, sugar, hemp, as well 
as other fibers, tobacco, and various grains, fruits, and nuts. Lumber 
has become an important product and there are important mineral 
deposits at present only partially developed. As might be ex- 
pected in an island country, fishing is also of importance. Manu- 
facturing is expanding, but at present there is little heavy in- 
dustry. A number of American firms have Philippine branches or 
subsidiaries. 

The most recent population estimate is something over 21 mil- 
lion, a figure considerably below what it is estimated the area will 
support well. Population is expanding quite rapidly, however, as 
the birth rate is over 31 per thousand. The population, by Asiatic 
standards, is remarkably well educated, being approximately 60 
per cent literate at this time with the percentage increasing con- 
stantly. Over 90 per cent of the population is Roman Catholic. The 
southern island of Mindanao is largely Mohammedan. 

The Republic of the Philippines came into being on July 4, 1946, 
succeeding the Commonwealth of the Philippines, a transitional 
form of government designed to prepare the nation for complete in- 
dependence from the United States. Because of the tremendous 
war damage, the new nation was forced to devote most of its 
energy and attention to rebuilding its agriculture, commerce, and 
industry for several years. It was not until 1954 that attention was 
given to the problem of providing social security benefits for the 
workers. 

The Filipinos have a strong sense of family loyalty and responsi- 
bility; and this, coupled with the relatively large size of the families 
and the fact that the bulk of the population lives on the land, has 
led a number of students to question whether there is a great need 
for a governmental social security system at this time. It is tradi- 
tional for the Filipino families to take care of their members who 
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are aged, ill, or unemployed, so that there has been little necessity 
for organized relief. 

Unemployment, at least partial unemployment, is said to be 
endemic in the islands. Although there are no reliable statistics 
available, it has been estimated that perhaps as much as 25 per cent 
of the working population will be unemployed at any given time. 
The serious dislocation following the Japanese occupation and the 
liberation, and the inexperience of the Government in its task, 
have combined to create a situation in which accurate statistics 
in most areas are lacking. Thus, even the official census is con- 
ceded to be somewhat inaccurate. There is virtually nothing avail- 
able on such items as sickness, total disability, specific mortality, 
and unemployment. Consequently, at the start any social security 
administration will be working almost entirely in the dark. 


Social Security Act of 1954 


Republic Act No. 1161, passed in 1954, set up a system pro- 
viding a comprehensive set of social security benefits and a fixed 
rate of contribution, shared by employer and employee alike, which 
was intended to finance the program. The coverage was limited in 
scope. A brief and general summary of this Act follows: 


1. Administration—the responsibility for the administration of 
the law was placed in the hands of a Social Security Commission 
which was granted the usual powers and instructed to carry out 
the usual duties inherent in the operation of such a system. In 
addition, the Commission was empowered to establish “any, some, 
or all aspects of social security” experimentally in certain geo- 
graphical areas, industries, or establishments of a certain size. 

2. Coverage—the law provided for both compulsory and vol- 
untary coverage. Coverage was required only of firms employing 
200 or more employees, but even then, only if the firm had made a 
profit in each of the preceding three years. Furthermore, a firm 
which was maintaining an “equivalent” plan was to be exempted 
from compulsory coverage. On the other hand, an employer, with 
the consent of the majority of his employees, otherwise exempt, 
might voluntarily become a member of the system. 

3. Benefits—benefits covering all of the major hazards existing 
in modern industrial life were provided, with the exception of 
workmen’s compensation. This latter benefit has been in effect in 
the Philippines for some time. The benefits covered by the Act 
were: retirement, death, disability, sickness, and unemployment. 
The specific provisions follow: 


A. Retirement—an employee was eligible to retire after he 
reached age 60 and had “rendered at least 5 years of service 
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in an employment.” The retirement benefit was to be the life 
annuity, payable for at least two years from the date of re- 
tirement, which could be provided by the accumulation at 
3 per cent interest of 80 per cent of the total contribution 
made by both employee and employer on behalf of the speci- 
fied employee. This 80 per cent factor, however, might be 
varied by the Commission between 70 and 90 per cent at its 
discretion. There was a minimum monthly benefit of 25 
pesos,* provided the employee had paid his contributions for 
at least 10 years and had rendered to an employer at least 3 
years of continuous service immediately prior to his retire- 
ment. If the accumulated contributions proved to be insuff- 
cient to satisfy the said minimum amount, one half of the 
deficit was to be borne by the last employer and the other 
half by the employee himself. 

B. Death—the death benefit was a lump sum payable on a 
graduated basis, depending upon the number of monthly 
contributions made by the employee, reaching the maximum 
level of 100 per cent of his annual wage after he had paid 
in contributions for four years. A contribution for the calen- 
dar month immediately preceding the month of death was 
required. A literal interpretation of the Act would seem to 
deny death benefits of any kind to the survivors of employees 
who had become eligible ‘to retire but had continued work- 
ing instead. Finally, the survivors of retired persons were 
limited to benefits consisting only of the portion of the first 
two years of pension payments remaining unpaid at the date 
of death of the employee. 

C. Disability—the disability benefit was a lump sum benefit 
identical with the death benefit. However, there seems to be 
nothing preventing an employee from qualifying for both a 
lump sum disability benefit and the regular retirement bene- 
fit. 

D. Sickness—these benefits were payable to persons confined in 
a hospital (except that the Commission might approve con- 
finement elsewhere) and only after a seven day waiting 
period. The waiting period was to be waived when con- 
finement was due to injury or acute disease. The benefit was 
20 per cent of wages plus 5 per cent of wages for each de- 
pendent up to a maximum of 60 per cent of average wages 
or six pesos per day, whichever is less. Benefits were re- 
stricted to a maximum of 90 days in any calendar year. One 
rather peculiar feature is that the employer was required to 


* Editor’s Note: A Philippine peso is currently (May, 1958) valued at 
U.S. $.31, 
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pay the sickness benefits directly and was then to be reim- 
bursed by the system for 70 per cent of his outlay. Hence, it 
might be said that the employer was required to pay 30 per 
cent of the cost plus half of the remaining 70 per cent; that 
is, a total of 65 per cent of the sickness benefits. 

There was an offset provision deducting the total sickness 
benefits ever paid an employee from the death or disability 
benefits payable, provided the death or disability occurred 
within five years of the last date on which a sickness benefit 
was payable. 

E. Unemployment—the unemployment benefits were similar in 
amount and duration to the sickness benefits, except that the 
waiting period before benefits commenced was three weeks 
instead of one week and that the maximum unemploy- 
ment benefit was 50 per cent of compensation or six pesos 
per day, whichever is less. 


4, Financing—the benefits listed above were to be provided, 
in the main, by a tax or “contribution” of 6 per cent of the em- 
ployee’s monthly wage shared equally by employer and employee. 
Only regular base wages up to a maximum of 500 pesos per month 
were included in the taxable base. In addition, as has been seen, 
the employer might become responsible for certain other payments 
in the case of retirement and sickness benefits. The law provided 
that after the second year not more than 10 per cent of the total 
yearly collection under this Act might be dispersed by the payment 
of salaries and wages and the purchase of office equipment and 
materials by the administration. Twenty per cent of the money not 
needed to meet current obligations and expenses was to be credited 
to a “reserve fund” to cover contingent and extraordinary dispurse- 
ments for death and disability. The remaining 80 per cent was to 
be invested by the Commission in securities of the Government of 
the Philippines, or in interest bearing deposits in any domestic bank 
meeting certain standards, or in loans or advances to the national 
government for the construction of toll bridges. 


Opposition to the Act 


Although the Act was passed in 1954 and a Commission was ap- 
pointed fairly promptly, no effort was made to put the Act into 
effect for more than a year. Finally, the Social Security Commis- 
sion set December 1, 1955 as the deadline for full compliance of 
some 89 firms with the compulsory coverage provisions of the Act. 
The intention was to put it into effect on a nationwide basis and 
not to take advantage of the section which permitted the Com- 
mission to establish the system in an experimental area. A great 
deal of opposition arose on the part of business and organized 
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labor, and strong protests were made to President Ramon Magsay- 
say. It was contended that the Act itself was discriminatory in cov- 
erage and seriously deficient in its benefit provisions, that the lack 
of necessary statistical data cast grave doubt upon the financial 
soundness of the scheme, and that an effective administrative staff 
and system were entirely lacking. Since the time was too short 
to properly evaluate these criticisms, and since the opposition came 
from both labor and industry, the President acted to countermand 
the ruling of the Commission, suspending the effective date in- 
definitely. 

Some two months after this suspension by the President, the 
author was sent to Manila under the auspices of the International 
Cooperation Administration as a consultant on social security and 
also to set up valuation procedures for the pension system for 
Government employees. My report, submitted after two months of 
intensive study, set forth a number of criticisms of the Social Se- 
curity Act as it then stood; appraised a number of amendatory bills 
which had been introduced into the Philippine Congress; and sub- 
mitted recommendations, a number of which had also been pro- 
posed by other persons. A brief digest of these items follows: 


1. Administration—the decision of the Commission against ex- 
perimentation on an area basis seems quite sound. In addition to 
the obvious discrimination which might be felt by both employers 
and employees located within or without the chosen area, there 
would be two other serious objections to this sort of procedure. 
First, it would have been extremely difficult to select a “typical” 
geographical area because of the rather wide diversity among the 
various islands and provinces within the islands. Thus, even after 
the experimentation, it might not have been conclusively determined 
whether the plan could succeed or not on a national basis. Second, 
all plans of this kind need broad coverage in order for statistical 
stability to exist. An experiment on a limited basis conceivably 
could appear to succeed or fail solely on the basis of a normal 
statistical fluctuation. 

On the other hand, it must be conceded that administrative pro- 
cedures applied to an experimental area might be revised and ad- 
justed at much less expense than when applied nationally; but this 
advantage appears to be outweighed by the disadvantages. 

A far superior experimental method would have been for the 
Commission to introduce just one benefit at a time, allowing a 
period of a few years before introducing the next benefit. However, 
it is somewhat uncertain as to whether the Sccial Security Act of 
1954 would have permitted this procedure. 

2. Coverage—there appears to be little theoretical justification 
for the provision limiting the compulsory application of the law to 
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firms employing at least 200 employees. Obviously the need for 
benefits is as great among the employees of smaller firms. In fact, 
the need is probably much greater since often larger firms pay 
higher wages and furnish better private employee benefit plans. 
Further, such a restriction seriously limits the scope of the social 
security system so that instead of its being a true national system, 
it would be, in effect, a government-sponsored insurer, limiting its 
clientele to the larger firms. 

The provision exempting firms not showing a profit in each of 
the preceding three years was particularly subject to criticism. 
Obviously a great deal of manipulation could take place in the 
accounting system to produce a year of no profit every third year. 
In addition, there seemed little justification for denying the em- 
ployee of a relatively unsuccessful firm the social security benefits 
enjoyed by the employees of more successful concerns. 

The Commission wisely declared that none of the existing plans 
was equivalent to the Social Security Act. To determine equiva- 
lence would be an extremely difficult actuarial problem. There 
existed also some ambiguity in the wording of the Act regarding 
corporations which had private benefit plans. There was uncertainty 
as to whether the Act forbade these firms from terminating or re- 
ducing the private plan benefits after social security coverage be- 
came effective. It was important that this be clarified. 

3. Benefits—there is some question about the wisdom of setting 
a normal retirement age as low as 60 and also in requiring that 
the employee have worked at least five years in a single employment. 
Apparently this would deny benefits to many persons. The most 
serious objection here, however, is to the money-purchase type of 
formula which based the life annuity on the accumulation at 3 per 
cent interest of 80 per cent of the total contributions during the 
employee's working career. One great disadvantage of this pro- 
vision is that only employees who are quite young when they first 
become covered could receive reasonably adequate pensions. In 
other words, for a farily long period into the future the bulk 
of employees would retire on small pensions since even the mini- 
mum pension of 25 pesos per month provided in the Act would not 
become effective until after 10 years had elapsed. Thus the sys- 
tem would not be fulfilling one of its chief functions for many 
years. 


It is fairly generally agreed that a social benefit system should 
not be set up on an individual equity basis. The purpose of such a 
program should be to provide a basic floor of protection in old 
age as a matter of right, and it seems essential that it provide rea- 
sonable benefits from the start. If it does not, the public may lose 
all confidence and interest in the system. The Act seemed to con- 
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template the accumulation of a fully funded actuarial reserve which 
is at least partly a consequence of the individual equity, money- 
purchase benefit plan. 

The existence of a large funded reserve could lead to such 
unfortunate consequences as: (a) the public, not fully understand- 
ing the actuarial requirements, might feel that the presence of a 
large sum of money means that the system is capable of paying 
much larger benefits than is actually the case and legislation to- 
ward that end might be sought; (b) the large accumulation might 
be dissipated in payments for benefits other than the retirement 
benefit for which it was accumulated; and (c) such a large fund 
offers a serious investment problem. 

While it seems quite proper that a minimum benefit should be 
established at once, the minimum provision in this Act provided 
that if the accumulations were not sufficient to provide the minimum 
pension, the deficiency was to be shared by employer and employee. 
Obviously, such a provision would discourage employers from 
hiring persons near the retirement age or at least to be careful not 
to keep them in employment for as long as three years. As far as 
the employee is concerned, there seems little advantage in granting 
him an increased benefit and then making deductions from it for 
his share of the cost. 

In the provisions for death and disability benefits, the restric- 
tion requiring a contribution for the calendar month immediately 
preceding the month of death seems too severe since beneficiaries of 
employees whose last illness compelled the worker to quit work two 
or more months before death would be denied benefits. In the 
case of the sickness benefit, there appears to be little logic behind 
the offset provision deducting the total sickness benefits ever paid 
an employee from the death or disability benefits payable, provided 
the death or disability occurred within five years of the date on 
which a sickness benefit was payable. It is fairly clear that this 
could work out inequitably in many instances. 

Actuarial Soundness 

Inasmuch as the Social Security Act of 1954 fixed fairly rigidly 
both the benefits payable from and the contributions payable to the 
System, it was extremely important to determine whether the 
financing would be adequate, inadequate, or redundant. There was, 
of course, a small margin of safety in that funds available for retire- 
ment, the residual benefit, could vary between amounts equal to 
70 and 90 per cent of the accumulated total contributions made 
on behalf of each retiring employee. 

At first sight, the reaction of an experienced actuary is to say 
that the 6 per cent contribution rate is inadequate. If 10 per cent of 
contributions be allowed for administrative expenses and a mini- 
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mum of 70 per cent be accumulated for retirement purposes, only 
20 per cent of the 6 per cent contribution (that is 1.2 per cent of 
eligible compensation ) is available to furnish death, disability, sick- 
ness, and unemployment benefits. However, it must be recalled 
that only 70 per cent of the sickness benefits were to be provided 
by the System, that there are certain off-setting provisions previ- 
ously discussed, and that employees would not be <ble to qualify 
for certain benefits because of the restrictive conditions imposed. 
In other words, a possibility exists that the System might have been 
able to operate on the funds available. 

Since the System is completely new, it has no experience of its 
own on which actuarial computations might be based. Further- 
more, there is very little pertinent Philippine data available. As a 
consequence, it was necessary to use actuarial judgment and draw 
on data from other nations in order to provide a basis for actuarial 
computations. 

In order to test the possible solvency or insolvency of the sys- 
tem, the staff had made a number of actuarial computations before 
the author’s arrival and performed some additional ones under his 
direction. The general plan of all these computations was to start 
with an assumed group of persons, all of the same age and com- 
pensation, coming under the system and having the 6 per cent con- 
tributions made regularly. The fund thus provided by these contri- 
butions was assumed to be further augmented by interest earned 
annually and depleted each year by the payments of the various 
benefits. The number of the members of the initial group assumed 
to die, become disabled, sick, or unemployed, was computed from 
various actuarial tables discussed below. Finally, at age 60, the 
net accumulated fund was divided by the computed number of 
survivors of the initial group to determine the net amount avail- 
able per employee to provide the retirement annuity. This amount 
per employee was then checked against the total sum which would 
have resulted from the accumulation at interest of the total contri- 
butions made on the behalf of each retiring employee. If the com- 
puted net amount for each employee fell within the 70 to 90 per 
cent range of the total accumulated contributions, there would be 
an indication that the System could have operated on the 6 per 
cent rate of contributions for employees entering at this specified 
age and earning this specified compensation. 

It is obvious that the validity of any actuarial computation rests 
heavily upon the appropriateness of the basic underlying actuarial 
rates. Where there is no possibility of checking the validity of the 
assumptions, as in the present instance, reliance must be placed 
entirely on the judgment of the actuary. Opinions are bound to 
differ, so it would be almost impossible for a categorical statement 
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to be made either certifying or denying the potential solvency of 
the System. In the case in point, the calculations seemed to indi- 
cate that the solvency was a borderline case; that is, if everything 
went smoothly, the 6 per cent contribution rate might have, on an 
overall basis, been sufficient to support the System. Severe fluctua- 
tions in the underlying assumed rates could have produced most 
unfortunate consequences. In particular, the most unpredictable 
rate would, of course, have been the rate of unemployment. This 
appears to be the weakest portion of the program and could easily 
have spelled disaster for the entire System. 

The computations seemed to show that the relatively minor 
fluctuations which might be expected in mortality would not have 
had a serious effect upon the fund. Probably the same might have 
been said for disability unless the claims were loosely administered. 
The provision requiring hospital confinement for sickness benefits, 
in view of the limited hospital facilities available, might well have 
prevented sickness from presenting a serious financial problem, al- 
though experience elsewhere indicates that as the number of hos- 
pital beds available in a community increases, so does the public’s 
utilization of the hospitals. The results might be summarized by 
stating that the 6 per cent rate might have been sufficient for a 
trial period but should have been subject to modification after 
enough experience had been accumulated. 


Recommendations 


1. The various benefits should be introduced one by one and 
a sufficient interval of time allowed in each instance for a proper 
seasoning. In time it would be reasonable to suppose a normal 
status had been reached and the adequacy of the financing to 
permit the assumption of the burden of an additional benefit could 
be examined. A careful study should be made fo determine the 
most desirable order of precedence of benefits. It is quite likely 
that the benefit most needed and, hence, the one to start off with, 
would turn out to be the old age retirement. 

2. In all probability, unemployment should be the last to be 
added to the list of benefits provided and, when and if added, it 
should have its own completely segregated source of funds. There 
should be no possibility of the other benefits being financially im- 
paired by an excessive drain brought about by heavy unemploy- 
ment. 

3. The retirement benefit formula should be completely revised. 
The money-purchase principle should be discarded and a benefit 
formula based at least partly on duration of service should be 
substituted. A formula could readily be devised which would in a 
typical case provide substantially the same amount of benefits as 
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the present one but which would pay higher benefits to employees 
who have a shorter period of coverage. The minimum benefit 
should come into effect immediately. 

4. Coverage should be greatly extended. It might be most 
satisfactory to do this on a gradual basis, but the eventual goal 
should be to reach all employed persons. It should be recognized 
that administrative problems will increase greatly along with such 
extended coverage. 

5. A definition of “compensation” restricting it to “regular or 
base pay” could easily lead to troublesome problems and should be 
altered to include all compensation under 500 pesos per month. 
Otherwise, encouragement might be given to employers to pay only 
a minimum base pay, but supplement it with bonuses, etc., to make 
the position attractive to the employee. This would minimize the 
tax paid by employers but would adversely effect the social security 
benefits payable to the employee. 

6. The requirement that an employee must work at least five 
years for a single employer before being eligible for retirement 
bnefits should be removed, as should the similar three year require- 
ment for an employee to become eligible for a minimum pension. 

7. The chargeback to employer and employee of the extra cost 
of paying minimum retirement benefits should be completely elim- 
inated. 

8. The permissible interval between the date of last contribu- 
tion and the date of death or disability in order to qualify for such 
benefit payment should be extended. Under the condition of the 
Act, many persons would fail to qualify because of a lengthy illness 
preceding death. 

9. The provision requiring the deduction of previously-paid 
sickness benefits from any death or disability benefit payments to 
which the employee might become entitled should be completely 
removed. There seems little logic in such a deduction, and the cutoff 
period of five years could produce gross inequities between bene- 
ficiaries. 

Social Security Act of 1957 

A number of amendatory bills were introduced in both Houses 
of the Philippine Congress between the date of submission of the 
writer's report and May 22, 1957, when Senate Bill No. 625 was 
passed by the Congress. In some of the earlier proposed amend- 
ments, most of the recommendations given above were followed; 
but as time went on, more and more of the original thinking crept 
back into the proposed legislation until the final bill which was 
passed turned out to be a definite compromise. The following are 
the principal changes which have now gone into effect: 


1. The provision permitting the Commission to select one or 
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more experimental areas was deleted, thus requiring the system to 
go into effect on a national basis at once. 

2. The recommendation defining compensation as total remun- 
eration up to 500 pesos per month was adopted. 

3. Coverage in the system was made compulsory upon all em- 
ployers employing at least 50 persons during the first year of 
operation of the system and dropping to six thereafter. The exemp- 
tion of firms not having a profit in each of the preceding three years 
or having an “equivalent” system was removed entirely. Thus, cov- 
erage was considerably extended although not to the ultimate point 
of employers of one or more persons. 

4. A forced integration between existing private benefit plans 
and social security benefits was introduced, providing in effect 
that the employer’s total contributions to his private benefit plan 
and to the social security system shall be at least as great as his 
contribution to the private plan before the compulsory coverage. 
This appears to be discriminatory in penalizing the corporations 
which had previously instituted the most desirable and costly 
benefits. 

5. The retirement benefit formula was changed completely from 
the money-purchase type to a benefit equivalent to one half of one 
per cent of the average monthly compensation for each year of 
membership. 

6. The requirement for the receipt of a minimum pension of 
25 pesos per month was reduced to two years of membership in the 
system. 

7. The requirement that contributions to the fund must have 
been made the month preceding death and disability benefits was 
altered so that now benefits are withheld only if the employee has 
failed to pay his contributions tor more than six months before the 
death or disability. ; 

8. Although the recommendation to start with one benefit ini- 
tially was not adopted, the most controversial benefit, unemploy- 
ment, was removed entirely from the Act. 

9. The employee's contribution was reduced to 2% per cent 
and the employer's raised to 3% per cent of eligible compensation, 
thus maintaining the total at the 6 per cent level. 

10. The portion of the contribution available for administrative 
expenses was reduced to 7 per cent for the first two years of opera- 
tion of the system and 5 per cent each year thereafter. 

11. A new principle of Government participation was estab- 
lished, the Congress being directed to appropriate the necessary sum 
to meet the estimated expenses of the system for each ensuing year 
and such sums as may be needed to assume the maintenance of an 
adequate working balance of the funds of the system. 
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12. The benefits prescribed in the Act are not to be diminished, 
and the Government of the Republic of the Philippines guarantees 
the benefits and accepts the general responsibility for the solvency 
of the system. 

13. The Act was to take effect upon its approval, and the Social 
Security Commission set September 1, 1957 as the date on which 
the provisions were actually to go into effect. 


Summary 

The Philippines have a predominately agricultural economy, 
the typical family is large, and custom produces strong family ties. 
The economy of the Nation is in an uncertain state at the present 
time, being dependent to a considerable degree upon trade relations 
with the United States. Severe currency restrictions are enforced 
to attempt to maintain the peso at its present pegged level of two 
to the dollar. In view of the social and economic systems and the 
Government's financial position, it is at least questionable whether 
this is an appropriate time to institute a social security system. 
Nevertheless, the Government apparently has determined that this 
shall be done, even though there is a good deal of question as to 
whether there is substantial grass roots support from the public at 
large. 

The initial bill passed in 1954 appeared to be defective in being 
overly ambitious, in providing a wide range of benefits with a 
minimum or perhaps deficient rate of contribution, in employing a 
benefit formula for retirement which was quite unsatisfactory, and 
in offering incomplete coverage of the working population. Further, 
there appeared to be serious opposition both from labor and in- 
dustry. 

The Act, as ammended in 1957, appears to be a definite improve- 
ment upon the original Act. Coverage has been made much 
broader, the retirement benefits have been improved, the elimina- 
tion of the unemployment benefit appears to make the solvency of 
the system much more likely, and there is a Government guarantee. 

On the other side of the ledger is the fact that an entirely new 
nationwide organization must be developed to administer a com- 
plicated system involving four different benefits. Furthermore, this 
system must operate in a complete void so far as accurate statistics 
are concerned. The administrative task at the start appears ex- 
tremely formidable. 








A VISUAL AIDS PROGRAM FOR 
THE COLLEGE TEACHER OF INSURANCE 


CuestTer A. KLINE 
University of Pennsylvania 


The field of visual aids for teaching is an enormous one, and that 
portion which deals with the teaching of insurance is of consider- 
able size. In order to comprehend the latter, one must understand 
certain things which relate to the whole field. 

The writer does not propose to cover all aspects of visual aids 
in teaching, even in the teaching of insurance. Instead he proposes 
to outline for the college or university teacher of insurance (1) the 
types of visual aids and equipment which must be considered in 
setting up a visual aids program; (2) the sources and availability 
of such aids and equipment; (3) the need for the development of 
additional visual aids; (4) the reasons for this need; and (5) the 
type of visual aids program which should be established. The visual 
aids program outlined contains basic features rather than specific 
content. This is necessary because little has been done to deter- 
mine specific content.1 Suggestions are made at the end of the 
article regarding the need for research in this area at the college or 
university level. 


Types of Visual Aids 


Visual aids may be divided into two types: visual aids used 
in the process of instruction and the equipment and facilities 
necessary for the most effective use of visual aids. Hereafter the 
term, “visual aids,” when used will refer to the former; and the 
term, “equipment,” will mean the latter type. 


Visual Aids 


Motion picture films 

Film-strips (with and without sound ) 
Slides ( with and without sound ) 
Objects, specimens, and models 


1The reader is referred to the following two papers presented in the 
Association’s Journal of March, 1951, Vol. XVIII, No. 1: “Visual Aids in Teach- 
ing Life Insurance,” by R. Wilfred Kelsey, Institute of Life Insurance, and 
“Visual Aids in Property-Casualty Insurance Teaching,” by H. Paul Abbott, 
Insurance Company of North America. These two papers will be particularly 
helpful in connection with points 1 and 2 listed above. 
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Specimen policies, manuals, annual statements, etc. 

Maps, charts, graphs, and diagrams 

Posters, pictures, and photographs 

Flipcharts 

Flannel Boards 

Miscellaneous, such as pamphlets, folders, articles, demonstra- 
tions, field trips, etc. 


Equipment and Other Facilities 


Under this heading may be included motion picture projectors, 
film-strip and slide projectors, opaque projectors (two principal 
kinds are vu-lite and vu-graph), screens, lighting and darkening 
facilities for the room, recording and playback equipment, black- 
boards, and facilities for housing and maintaining visual aids. 


Sources of Information and Availability of Visual Aids 
Motion Picture Films 


Large business concerns, including insurance companies, pub- 
lish lists of films made by them or under their sponsorship. National 
insurance and loss prevention organizations, such as the Institute 
of Life Insurance, the National Board of Fire Underwriters, the 
National Association of Insurance Agents, the Association of Casu- 
alty and Surety Companies, the National Safety Council, and the 
State Insurance Fund of New York, publish lists. Educational film 
organizations such as Castle Films and the Jam Handy organiza- 
tion also list available films. 

The list published by the National Safety Council is the longest 
of those issued by the insurance and loss prevention organizations. 
This list is found in the “National Directory of Safety Films,” 
where approximately 1,000 motion picture films and film-strips, both 
sound and silent, are described. The Insurance Fund of the State 
of New York publishes a list of some 44 films (16 mm.) which are 
described in a publication entitled, “Loss Prevention and Safety 
Engineering Services.” The National Association of Insurance 
Agents and the Association of Casualty and Surety Companies 
publish jointly the titles of films in “Safety is Good Business.” These 
films pertain to driver education, bicycle safety, driver licensing, 
pedestrian safety, and traffic control. 

There are also a number of comprehensive catalogues and film 
guides, one of which is the Educational Film Guide, published by 
the H. W. Wilson Company, 950 University Avenue, New York 
City. The 1953 edition of this guide contains a description of 11,000 
16 mm. motion picture films, indexed in such a way that they may 
be located under a general alphabetical arrangement or according 
to the subject matter covered. Supplements are issued periodically. 
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Practically all the films contained in the aforementioned sources 
are available to the public. Most of them can be rented or obtained 
on a free loan basis, but some must be purchased. 


Filmstrips ? 

Information about filmstrips may be obtained from sources 
similar to those for motion picture films. Large corporations, in- 
cluding insurance companies, frequently use filmstrips in their edu- 
cational programs. Some of these are made for their own purposes. 
A good comprehensive source of information for the insurance 
teacher is the Filmstrip Guide, published by the H. W. Wilson 
Company mentioned above. The 1953 edition, for example, con- 
tains a well indexed listing and description of almost 6,000 titles. 
Eighty-five different filmstrips are listed under the heading of 
accident prevention (divided into accidents in the home, industry, 
etc. ); 24 under the heading of fire losses and fire prevention; 3 under 
the heading of life insurance; 1 under health insurance; and 1 under 
old age pensions. These are available on a purchase, rental, or free 
loan basis. 

A number of the available films described in the directory of 
safety films published by the National Safety Council are 35 mm. 
filmstrips, with or without sound. Frequently the same film is ob- 
tainable also in the 16 mm. size. 

Many of the filmstrips used by insurance organizations, particu- 
larly the property-liability companies, may be obtained from the 
National Safety Council or similar organizations. While this use 
by insurance companies is a common practice, the filmstrips would 
not as a rule be of value to the college teacher of insurance because 
they are devoted mostly to loss prevention and safety subjects. 
For example, one large property-liability insurer has on hand a stock 
of about 60 filmstrips, with records for sound. About 10 of these 
are devoted to the teaching of foremen in factories; while the other 
50 are devoted to teaching safety subjects such as how to live prop- 
erly and the safe use of tools. The Standard Accident Insurance 
Company, the Zurich-American Insurance Group, and the Liberty 
Mutual Insurance Company are nationally known for their produc- 
tion and use of filmstrips. Very few of these, however, would seem 
suitable for college teaching. The Liberty Mutual’s filmstrip, “The 
Story of One Company,” might be used at the college level since 


2 The word “filmstrip” is used here to mean a series of still pictures on a 
strip of 35 mm. film, with or without accompanying sound. Such a strip with- 
out sound is usually called a “filmstrip,” and with sound it is sometimes called 
a “slide film.” A filmstrip with sound consists of a silent filmstrip with a record 
which is played on a regular phonograph or a special device, the operator 
moving the film ahead manually one picture at a time at each sound of the 
signal tone on the recording. 
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it explains the operations and business philosophy of a large mutual 
casualty company. 

The Institute of Life Insurance (488 Madison Avenue, New 
York 22, New York) has four silent filmstrips entitled: “How Life 
Insurance Began,” “How Life Insurance Operates,” “How Life 
Insurance Policies Work,” and “Planning Family Life Insurance.” 
These are available but seem more appropriate for high school 
teaching. 

The Illinois State Association of Life Underwriters has three 
silent filmstrips entitled, “What Life Insurance Means to You,” 
“How Life Insurance Works,” and “Plan Your Life Insurance.” The 
Current History Films Company of 226 East 22nd Street, New York 
City, has a 35 mm. filmstrip entitled “Medical Insurance” (83 
frames ) which presents the need for national health insurance, with 
graphic illustrations and pictures. This is aimed at the adult level. 


Slides 


Slides for teaching insurance are difficult to locate because there 
are no published lists. The best method of learning about these 
would seem to be through contact with insurance companies and 
associations. Many of these use slides in their teaching of insur- 
ance. 

For example, the Insurance Society of New York owns several 
hundred slides, most of which are used in teaching types of con- 
struction, special hazards, protective devices, and other loss preven- 
tion subjects. 

The American District Telegraph Company (which provides 
fire, burglary, and certain other loss prevention services to its 
clients) has a set of 30 slides which may be of value in teaching 
loss prevention. Some insurance companies participating in the 
Insurance Company Education Directors’ Society have developed 
slides which help in teaching policy forms, history, and other 
subjects. The experience of educators in these and similar com- 
panies should be of value to those who are exploring possibilities of 
teaching insurance subjects by the means of slides. 

It is also suggested that a close watch of insurance periodicals 
will produce occasional references to newly-prepared materials. 


Objects, Specimens and Models 


Except for the two studies by Kelsey and Abbott previously 
referred to (footnote 1), the writer has not been able to find any 
comprehensive sources of information about objects, specimens, 
and models. It would seem wise for the college teacher of insur- 
ance to gather his information about these aids by contacting those 
most likely to use or know of such aids and by watching insurance 
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publications. Objects, specimens, and models are used to some ex- 
tent by the educational departments of insurance companies and 
by insurance associations and societies. Most of these, however, are 
used in the fields of loss prevention, particularly those pertaining to 
fire, automobile, marine, and industrial accident losses. 

The Insurance Society of New York has an excellent display of 
old and new sprinkler heads. The Aetna Casualty Company in Hart- 
ford and the Insurance Company of North America in Philadelphia 
have large collections of objects, specimens, and models which are 
used mainly for loss prevention education. The laboratories main- 
tained by the Fire Insurance Association in Hartford, the Factory 
Mutual Companies in Boston, and the Underwriters Laboratories 
in Chicago contain many excellent items used mainly in loss pre- 
vention work. Other insurance companies have elaborate collec- 
tions of these types of aids, particularly specimens and models of 
old fire apparatus, fire marks, and other fire fighting equipment. The 
museum maintained by the Home Insurance Company in New York 
City is outstanding in this respect. 

The Insurance Company of North America has an expensive 
model of a fire resistive building designed for furniture manu- 
facturing, which was built prior to World War II at a cost of $7,500. 
This model was built to % inch scale and shows not only the type 
of construction but exposure hazards, fire and burglary protective 
equipment, and distribution of values. The General Adjustment 
Bureau in New York has a model frame dwelling, built to scale, 
showing the different parts of this type of construction. It is used 
mainly for teaching their adjusters proper methods of loss adjust- 
ment. 

Visual aids of this type may be divided into those which are al- 
ready available in prepared form and those which must be made 
according to the specifications prepared by thé teacher. In the 
former class there would be such items as sprinkler heads and first- 
aid fire extinguishe:s; while in the latter class there would be model 
buildings showing the main features of each type of construction 
and a display of electrical fuses, wiring, etc., to show electrical 
hazards due to arcing, sparking, and overheating. The cost of some 
of these aids, the expense of their maintenance, and the problems 
connected with their use during teaching may make their acquisi- 
tion impractical. In these cases fairly good results can be secured 
through the use of pictures and diagrams of various kinds. Such 
pictures and diagrams can be presented through the use of films, 
slides, opaque projectors, and the blackboard. 


Specimen Policies, Manuals, Annual Reports, Etc. 
Aids in the form of specimen policies, manuals, and annual re- 
ports can be obtained directly from insurance companies and asso- 
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ciations. “Policy kits” have been made available to teachers and 
students by the stock and mutual companies, acting through their 
organizations. The Association of Casualty and Surety Companies, 
the Institute of Life Insurance, and the National Board of Fire 
Underwriters, acting jointly, recently made available a collection 
of specimen policies for teachers and students in a general or survey 
type of course covering the life and non-life fields. These associa- 
tions have also prepared a kit containing policies in the property- 
liability insurance lines. The American Mutual Insurance Alliance 
likewise has a policy kit covering all fields of insurance. 


Maps, Charts, Graphs, and Diagrams 

Although maps, charts, graphs, and diagrams are widely used 
by insurance teachers, there is no central source of information 
about them. Insurance company training directors have developed 
and used many aids of this type in their courses. Contact with such 
educators should yield helpful results to the college teacher seeking 
to supplement text-book material along these lines. 


Posters, Pictures, and Photographs 


There are no central sources giving information about such 
visual aids as posters, pictures, and photographs. Ordinarily, insur- 
ance companies and associations will provide the teacher with 
copies of aids of these types. Posters and pictures are used by in- 
surance companies in advertising, sales training, and loss prevention 
and safety work. Many of these are distributed by the companies 
to their insureds in their efforts to prevent losses due to fire or 
accident. Some actual photographs are used for prevention and 
training purposes. 

National associations, such as National Board of Fire Under- 
writers, the Association of Casualty and Surety Companies, and the 
Factory Insurance Association are excellent sources of these types of 
material. For example, the writer obtained from the Factory In- 
surance Association a set of actual photographs of insured risks, 
showing causes of losses. These photographs are sent to engineers 
and inspectors employed by the Association to be used by them in 
educating and motivating insureds in loss prevention. 


Flip Charts and Flannel Boards 

Flip charts and flannel boards are usually tailor-made and are 
suitable only for the specific purpose for which they are designed. 
Because of this there are no comprehensive sources of information 
about them. Flip charts are the more common of the two, but both 
types require considerable planning and care in preparation and 
skill in their use. Ideas for planning and methods of preparation 
frequently may be obtained from contacts with others who have 
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had experience in their use. Skill is acquired only through repeated 
practice with the particular flip chart or flannel board equipment. 
Viewing the demonstrations of others, of course, is helpful. 
Equipment and Facilities 

There are a number of books on the market which contain in- 
formation about visual aids of the leading kinds, including the 
equipment and facilities necessary for their most effective use. An 
excellent book of this nature is Preparation and Use of Audio- 
Visual Aids by Haas and Packer, published by Prentice-Hall in 
1955. Information of this type should be supplemented with in- 
formation obtained from manufacturers of the more standardized 
pieces of equipment, such as projectors for films and slides, opaque 
projectors, screens, and stands. Also, before purchasing equipment 
it would be advisable to obtain advice from those having experi- 
ence in the use of the more important types for educational pur- 


poses. 
Need for Development of Visual Aids 


There is a great need for the creation of visual aids for teach- 
ing insurance at the university level. An examination of available 
films and other visual aids (as distinguished from equipment and 
facilities) reveals that they are used by many different persons for 
many different purposes. These purposes includes: public educa- 
tion, employee and public relations, sales training, technical train- 
ing, personnel recruiting, economic education, insurance education, 
and loss prevention and safety practices. Few, if any, of the aids 
were designed for teaching insurance or loss prevention in schools 
of higher education. Furthermore, not many can be adapted to this 
purpose. 

In order to present a more specific picture regarding the need 
for developing additional aids in teaching insurance and loss pre- 
vention at the college and university level, it seems wise at this 
point to examine more closely the needs within each of the main 
fields of insurance. 

Property-Liability Field 

In the property-liability field most motion pictures are devoted 
to prevention of fire and accident losses. However, even in the pre- 
vention field there are probably not more than 15 to 20 films which 
the teacher would find useful in teaching prevention subjects at the 
college level. 

There are few films, if any, which would be useful in teaching 
specific insurance coverages. A few are available dealing with the 
history of insurance, the services of insurance, salvage operations, 
and the fundamentals and economics of insurance. Unfortunately, 
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the films dealing with these last mentioned subjects often overlap 
in that more than one such subject is covered in the same film. 

With respect to filmstrips and slides, there are quite a few used 
by the insurance companies; but here, too, most are in the preven- 
tion and safety fields. This is particularly true of filmstrips. The 
slides used by insurance companies cover a somewhat more diversi- 
fied list of subjects. While they are not too numerous, it is possible 
that some may be found useful in teaching insurance at the college 
or university level. For example, slides have been used by some 
companies in teaching coinsurance, proximate cause, pro-rata dis- 
tribution clauses, etc. 

Objects, specimens, and models are available in fair number 
for the teacher of loss prevention and safety practices. But they are 
not available for most other insurance subjects, apparently because 
there is little or no opportunity for their development and use. 

With reference to specimen policies, manuals, maps, charts, and 
diagrams, there is ample opportunity to acquire these from the in- 
surance industry. This is also true for posters, pictures, and photo- 
graphs. 

Flip charts and flannel boards are used by training personnel of 
the large insurance companies; but their use is not as common as 
that of most other types of visual aids. Both flip charts and flannel 
boards, however, are becoming more popular; and the college 
teacher can find enough of these in use for the purpose of evaluat- 
ing their possibilities in his teaching activities. 


Life Insurance 


Until recently there was little use of visual aids for the teaching 
of life insurance. The increased use of such aids in the past few 
years has occurred largely in the fields of public education, agent 
and employee training, and in teaching life insurance in the grade 
and high schools. The lists of films and filmstrips in the field of 
life insurance are not large, and there are few suitable for use in 
universities. 

Charts and graphs are used widely by home offices in educating 
agents and home office employees. These cover such subjects as 
mortality tables, level premiums, legal reserves, settlement options, 
programming, and social security. The teacher of life insurance at 
the university level should find considerable help in developing this 
type of visual aid. 

Slides, with sound, are used rather extensively by the life in- 
surance companies for sales training and the selling of life insur- 
ance. They are little used for other education and it is likely that 
those now in use would not be of great value to the college teacher 
of insurance. 
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Other visual aids such as flannel boards, objects, specimens, and 
models are seldom used by the life insurance companies in their 
educational work. 


Reasons for Scarcity of Visual Aids 


Various reasons have been offered for the few visual aids which 
are available to teachers of insurance in colleges and universities. 
Some think that the teachers are at fault because they are not inter- 
ested. Others believe that it is due to difficulties encountered in 
trying to illustrate the abstract concepts which are predominant in 
insurance. This reason may explain why visual aids have been used 
more in recent years by property-liability companies in their loss 
prevention and safety work. In this area there is a greater oppor- 
tunity to find and develop aids of various kinds. All agree that the 
development of visual aids in insurance teaching entails the ex- 
penditure of much time and money. 

The use of visual aids creates a number of problems, most of 
which are of considerable importance. Lack of consideration of 
these problems in the adoption of any plan for the use of visual 
aids may later cause discouragement and even abandonment of 
the plan. In the adoption of any program for the use of visual aids 
the teacher must: 


1. Decide which type of aid he will use to secure the most 
effective results. To do this the teacher must be familiar with the 
principal types of visual aids, including the advantages and dis- 
advantages of each. Motion pictures, for example, run at a sched- 
uled speed, whereas filmstrips and slides can be regulated. 

2. Learn how to use and maintain his visual aids. In the case of 
motion pictures this means the teacher must know how to operate 
and maintain the projector, films, and screen, or else have some- 
one do this for him. This entails considerable knowledge of a 
mechanical nature. For example, what should be done if a lamp 
in a projector burns out during a film showing? What equipment 
is necessary for splicing films, and how is this done? What are the 
rules for oiling, cleaning, etc., the projector? 

3. Spend the necessary time before and after each use of a 
visual aid in proper preparation for its most effective use: For 
example, in the case of the showing of a motion picture film he 
must: (a) preview the film to see that it has no breaks, and that 
it will be the type he desires; (b) prepare the room for a film show- 
ing; (c) prepare the audience for what they are to see; (d) re-wind 
the film after its use, and store it properly or return it, if it has been 
borrowed. 

4. Arrange to have the visual aid on hand at the time it is to 
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be used. This may mean ordering it from a central agency which 
involves a requisition, transportation, expenses, etc. 

5. Arrange for proper space for all visual aids, including equip- 
ment. This includes the space while in use and while not in use. 
The ideal situation would be a room with all facilities, which 
would include facilities for showing, storing, and maintaining such 
aids. The ideal situation is rarely attained, however, because of the 
cost and foresight necessary in planning for such facilities well in 
advance. 

Many problems arise in connection with the storage and main- 
tenance of visual aids. Usually a custodian must be appointed; and 
the storage space must meet certain requirements, such as being 
safe from burglarly and theft and free from injurious factors such 
as dirt, heat, and moisture. 

6. Arrange for the necessary funds to defray costs, such as 
those for acquisition and maintenance of visual aids and their equip- 
ment. 

7. Constantly strive to keep himself informed of any changes 
in his field of visual aids so that he will always know of and, if 
possible, use the latest type of aids. To do this he must review film 
catalogues and magazines which may give him worthwhile informa- 
tion about visual aids, and he must attend meetings of those inter- 
ested in the use of visual aids. 


Type of Program to be Established 


Without question, disadvantages of the kinds just mentioned 
have prevented greater use of visual aids by college and university 
teachers of insurance. The writer believes, however, that because 
insurance is such an abstract subject and so difficult for the student 
to learn, the teacher should investigate carefully the subject of 
visual aids and use them to the greatest practical extent. In this 
connection, the following suggestions regarding the establishment 
of a visual aids program are offered. 


Fit the Program to the Situation 

Each program must, to a considerable degree, be tailor-made. 
The reasons for this may be stated briefly. The nature of the pro- 
gram will depend upon the subject matter of the course, the amount 
of money available for the development of the program, and the 
person responsible for its development. 

The subject matter, such as life or non-life insurance, will have 
a bearing on the visual aids to be used. Decisions must be made 
by the teacher regarding the particular assignments or parts of 
assignments, which are to be taught with the use of visual aids, 
the kind or kinds of aids to be used, and the nature or content of 
the aids. Decisions on these points cannot be made in any particular 
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order because a decision on one point affects the others. For ex- 
ample, if the topic to be explained is in the field of life insurance, it 
would be difficult to use objects, models, or maps, whereas if the 
topic is in the non-life area, these aids would be more useful. 
Whether or not it would be best to use a particular type of aid 
which is suitable, such as a film, fiimstrip, or graph, will depend 
upon the availability of existing aids and the difficulties and costs 
involved in developing a new one satisfactory for the purpose. 

The amount of money to be spent in putting the visual aids pro- 
gram into operation and for its maintenance thereafter is a most 
important factor. If the amount is small, this will limit or prohibit 
the actual development of many aids such as films, graphs, ob- 
jects, and specimens. Hence, inexpensive aids will become neces- 
sary, including acquisitions through loans and rentals. Loans and 
rentals are, as 4 rule, never as suitable for the teacher’s purpose as 
acquisitions or the development of one’s own aids. Limited funds 
also place restrictions on the acquisition of equipment. 

The selection of the person in charge of the program is import- 
ant because he should have the interest, the aptitude, and the time 
necessary to develop a good program. Without all three of these 
characteristics the program will not be successful, whether the one 
in charge be an individual developing a program for a small course 
or a person supervising a large course with multiple teachers. 


Use Available Aids at First 


Because of the newness of the field too much should not be at- 
tempted at first in setting up a program. It would be best to begin 
with the use of available aids. This not only allows the program to 
get started at once, but it reduces costs and allows valuable experi- 
ence to be gained. Such use also helps the program director to 
judge better the kinds of visual aids he should attempt to develop 
at a later date. 


Use Aids in One Course 


Restricting the use of aids at first to one course provides the 
benefits that come from concentration. It also allows a choice of the 
course which offers the greatest opportunities for success in visual 
aid teaching. 


Suitable Room and Minimum Equipment 


The program should start with a suitable room and minimum 
equipment. However, the selection of the room and equipment 
should be made with the end result in mind. To be suitable, the 
room should be adequate as to size, lighting and darkening facili- 
ties, storage space, electrical wiring and outlets, and facilities for 
housing equipment, exhibits, specimens, etc. 
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Basic equipment should include facilities for showing slides and 
slide films, as these are far less expensive than other types of projec- 
tion. In addition, the following should be purchased when funds 
permit: 


1. A motion picture projector. 

2. A Vu-lite or similar machine for showing pictures, graphs, 
charts, or any other similar material which is not on a transparent 
base. 

3. A Vu-graph machine, if its prospective use will warrant this 
expenditure. This machine will show on a screen any graph, chart, 
or other similar material. if it is on a transparent base. It will also 
permit the teacher to sow on the screen any writing he may do on 
a proper base materiz! used in the machine.* 

4. Proper stan<is and screens for the various projection ma- 
chines. Wall screens of the roll type are more convenient than 
portable screens. 

5. A film splicer, with re-wind posts, a board for mounting 
these items, cement, and other materials necessary for the main- 
tenance of projectors and film stocks. 

6. Locks for glass and wood sliding doors in the room to be 
used for the laboratory. 

7. As many as possible of the available motion films, filmstrips, 
and slides which will be used frequently enough to warrent being 
kept on the premises. 

8. Appropriate specimens, models, and photographs for installa- 
tion on wall space and behind glass doors in the room used for 
visual aid purposes. Items which are appropriate will vary some- 
what from school to school; but, in general, certain items such as 
sprinkler heads, first aid extinguishers, photographs, graphs, and 
charts should be selected in order to provide proper atmosphere as 
well as to create interest. Some persons feel that displays distract 
students and for this reason do not recommend them. 


Need for Research at Higher Educational Levels 


It has been pointed out that because of the scarcity of appro- 
priate aids the teacher must pioneer to a certain extent in the de- 
velopment of his own aids. There is good reason for this suggestion. 
Either he or someone connected with teaching at the university 
level is best qualified to develop such aids. Only those who teach 


3’ The Vu-Graph is an overhead type of projector providing a large screen 
image at a short distance from the projector. This allows the teacher to face 
the class. The images shown must be on transparent material. In the prepara- 
tion of these transparencies time, technical skill, and special materials are 
required. The writing must be done with a grease pencil on cellophane or a 
fountain pen with water soluble ink on plastic on the machine stage. 
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the course have sufficient knowledge or interest to permit them to 
do this type of work. 

However, development of aids by each teacher entails serious 
disadvantages. It is slow and results in duplication of effort and 
costs. To eliminate these disadvantages, such developmental work 
could be better performed by some well qualified teacher who 
would make his results available to all others who desire to use 
them. This could be done by writing a text for a given course, to- 
gether with the development of appropriate slides, or preferably 
slide films, for use in teaching each particular assignment. 

Instead of an individual developing such visual aid material, it 
might be done by some foundation, center, or institute located at a 
college or university. This arrangement would permit gifts from 
those outside the college or university world, thereby making possi- 
ble better aids through more adequate financing of costs. 














A NOTE ON INSURANCE ARTICLES 
IN THE POPULAR PRESS 


O. D. Dickerson 
Florida State University 


It has been a common observation of educated persons that 
articles in newspapers and magazines seem to represent accurate 
and competent reporting, except when these articles impinge on 
areas about which the reader is himself exceptionally well informed. 
In such areas, however, the specialist reader commonly finds that 
the material contains inaccuracies, misinformation, misconceptions, 
or faulty reasoning. One would thus expect that the insurance 
specialist would find similar situations prevailing in insurance arti- 
cles in the popular press. 

One is inclined to wonder, if each type of specialist finds such 
errors in regard to his own field, just what level of accuracy pre- 
vails in the publication as a whole. It is all too easy to dismiss the 
entire question as unimportant because one could hardly expect a 
publication of general circulation to reflect a high level of com- 
petence in one’s own highly complex field. And yet, if the specialist 
does not bestir himself to correct these errors, how is the quality 
of public information to be raised? The objective of this article 
is to discuss certain articles in the “popular press” to consider 
whether such inaccuracies exist; if so, how great their significance 
is; and what, if anything might be done to improve the situation. 

The concept of the “popular press” as used in this paper is re- 
stricted to newspapers and magazines of more or less general 
circulation. Since the area to be treated is so large, there is no 
attempt at a quantitive survey. The articles discussed represent 
only a small sample. The basis of sampling is part chance—the 
articles which have come to the author's attention. Partly, it must 
be confessed, there is a negativistic bias: obviously those articles 
which do contain errors are more interesting to write about, and 
the author hopes, to read about. 

First consideration will be given to one of the most famous 
articles published about insurance in recent years. This is, “Health 
and Accident Insurance Policies—How Much Can You Rely on 
Them?” ? It is difficult to see, after a lapse of a few years, how this 
article could stir up such a storm of controversy. However, it did, 


1 Readers Digest (September 1953), p. 23, by John Appleman. 
(89) 
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and the wide reaction it awakened on the part of the public was a 
contributing factor to the Federal Trade Commission's attack on 
health insurance advertising and to the adoption of codes by the 
industry. The article itself consists merely of a series of illustrative 
cases concerning claims which were rejected, usually because they 
came under exclusions in the policy. Such things as poisoning in- 
cluding inhalation of gas, violation of law, absence of accidental 
means, unnecessary exposure to danger, pre-existing conditions, and 
the like were cited. There was no attempt te determine how many 
policies contained such exclusions and no indication that there 
might be any legitimate occasions for insurers limiting their liabil- 
ity. The article was hardly scholarly, despite the attainments of the 
author; indeed the only authority cited was Amos and Andy. The 
reader was left with the impression that the major occupation of 
health insurers was devising ways to gyp the public. The author 
did say, “Some of the major companies have abandoned many of 
the deceptive ‘exclusion’ clauses and other traps for the unwary. 
But the battle is not yet won.”? This was the nicest thing he had 
to say about the business. It is not the purpose of this paper to 
rebut Mr. Appleman’s statements or implications. That has been 
done many times already. However, his article is an outstanding 
illustration of the magnitude of the impact that such an article 
can produce. 

The Readers Digest carried on in a similar vein in July, 1954.* 
This article employed the same approach, citing cases where claims 
have been denied, usually after litigation. In addition to attacking 
exclusions and limitations, the author attacked the practice of can- 
cellation and alleged misrepresentation by agents and in advertis- 
ing. While such practices are not to be condoned, they were cer- 
tainly not so prevalent as the article implied. The author revealed a 
fundamental misconception as to the nature of insurance when he 
twisted the words of an (unnamed ) company executive. The execu- 
tive’s statement was that benefits must be “limited by an amount 
that bears a reasonable relation to . . . current contributions.” Mr. 
Clark interpreted this to indicate that “you cannot expect to collect 
much more than the premium you pay in any one year.” He totally 
misses the point that the company man is merely trying to make 
clear the “term insurance” nature of a cancellable type policy. Mr. 
Clark ended with some advice, mostly good, and did cite the im- 
pressive growth of accident and health insurance. However, it is 
not clear whether he considered this rapid growth a creditable per- 
formance or an indication of further danger to the ignorant public. 


2? Emphasis supplied. 
3 Blake Clark, “Be Sure You Know What’s in Your Health and Accident 
Policy.” Readers Digest (July, 1945), p. 115. 
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Most articles on insurance, fortunately, are not written with as 
clear a bias as the foregoing examples. More frequently their defi- 
ciencies are those of incomplete statement or inaccuracy. For ex- 
ample, in Time the following classic statement appeared under a 
box headed “Life Insurance: Five Forms.”* “Straight Life Insur- 


ance . . . provides a lump-sum payment to a policyholder’s benefi- 
ciaries at his death.” “Limited Payment Life, a combination of 
straight and term insurance . . .” “Endowment Life, one of the 


‘savings-tvpe’ policies . . .” “Annuity, a less expensive savings pol- 
icy which differs from an endowment in that it provides income 
for the policyholder after a certain age but upon his death only 
pays back the policy-holder’s own equity.”*® In addition to devis- 
ing its own nomenclature and definitions, Time has distorted the 
fundamental conception of an annuity by generalizing a statement 
which is true only for a certain type of annuity and only at a 
certain period of the contract. No wonder policyholders get con- 
fused. 

Not all insurance articles are so misleading. One publication 
which seems consistently to do a reasonably good job is Changing 
Times, the Kiplinger Magazine. Many articles on the subject of 
insurance have appeared and the level is generally rather high.® 
At times a fuller explanation might be desirable, but the treatment 
usually seems adequate. 

Another recent article of merit is “Battle of Policies—Insurance 
Companies Vie With Blue Cross for Health Coverage.” It gives 
a lot of accurate current data on the growth of the industry, points 
out the relative advantages of various types of insurers, and de- 
scribes some recent industry activities directed toward improve- 
ment of the business. The conclusion is that “the industry has come 
of age” and that “the customer . . . can count himself lucky that he 
has such a wide choice of insurers competing to offer him policies.” 
What a contrast with the Readers Digest articles! 

Another recent example, although not strictly on the topic of 
insurance, is “Do Doctors Charge Too Much or Not Enough?” ® 
The worst thing about the article is the title, since the article covers 
a much broader field, including the size and impact of medical care 
costs and methods whereby such costs are met. Like all the articles 
cited, the sources of data are not given, or if given, are not so de- 
scribed as to be readily recognizable. 

*March 18, 1957, p. 95. 

5 Emphasis supplied. 

® See, for example, “Cheaper Insurance For the Growing Family,” Chang- 
ing Times (November, 1956), p. 12; “That Uninsured Driver,” (December, 
1956). 

™ Barron’s (October 29, 1956), by John C. Perlman. 

8U. S. News and World Report (July 5, 1957), p. 30. 
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It seems typical of articles in magazines for general comsump- 
tion that authors assume an attitude of omniscience. They never 
cite sources, rarely discuss alternatives, and infrequently discuss 
both sides of controversial questions. This may be the way to get 
readers, but is is not the ideal way to produce informed readers. 

It would be possible to go on for many pages, merely comment- 
ing briefly on insurance articles which have appeared in the past 
few years. However, it is doubtful if any useful purpose would be 
served by a further cataloguing. The reader is invited to extend 
the investigation himself. But what, if anything, should insurance 
teachers do? Several possibilities present themselves. 

First, it seems that a much higher level of article would result 
if teachers themselves could write more articles for the popular 
press, as distinguished from scholarly journals. Such articles, while 
they might not carry quite so much weight with college adminis- 
trators, would produce far greater public understanding and would 
augment the teacher's income. There is no reason that articles for a 
general audience need necessarily be written by authors trained 
only in journalistic techniques. 

Secondly, teachers should take it upon themselves to carry on a 
continuing survey of articles in their fields of specialization and 
make it a point to let the editors and publishers of these publica- 
tions have their reactions. This should be not only a matter of 
attacking erroneous and misleading articles, but those which de- 
serve approbation should be complimented. 

Both of the foregoing suggestions can, and should, be carried 
out by each teacher in the fields of his special interest. However, 
in order to be sure of complete coverage, and upon occasion to 
add weight to article evaluations, it might be worthwile to con- 
sider action by The American Association of University Teachers 
of Insurance. Perhaps some kind of indexing could be carried out 
and articles be assigned to various members for comment. If two 
members should read each article, this usualiy should be sufficient. 
Where they disagreed strongly, or where they felt the matter was 
of sufficient importance, the article could be referred to a standing 
committee which could decide and comment on it in the name of 
the Association. Teachers and theoreticians should lead public 
thought and not follow blindly wherever the industry and its de- 
tractors may choose to lead. 











A NOTE ON CURRENT SERVICEMEN’'S 
INSURANCE BENEFITS 


Donavcp B. Hooper 


The Ohio State University 


The Servicemen’s and Veteran’s Survivor Benefits Act (SAV- 
SBA) which became effective on January 1, 1957 will have an im- 
portant effect on the insurance companies and the life insurance 
program-planning function of the agent. Because this Act affects 
such a sizable segment of the potential market for life insurance, 
it is imperative that agents be fully aware of the benefits avail- 
able in order to provide the proper amounts of commercial life 
insurance to meet the needs of those eligible for benefits under 
SAVSBA. The purpose of this article is to briefly explain the types 
of benefits provided and to encourage those distributing life in- 
surance to analyze these benefits in the light of the protection 
needs of their clients. 

The purpose of this new Act is to provide career incentives for 
military personnel, eliminate inequities between regulars and re- 
serves, and simplify the administration of Veterans’ Administra- 
tion benefits to servicemen and survivors. 

Those covered by the law are the members of the Armed Forces, 
including the reserve components (including the National Guard), 
and cadets at the military academies. ROTC cadets are covered 
when ordered to annual training for 14 days or more and while 
traveling to or from that duty. Survivors of former military per- 
sonnel have benefits under the law if the death is service-con- 
nected. 


Social Security 


The new law places military personnel under the old age and 
survivors’ insurance program on the same basis as civilians. The 
basic pay of military personnel will be taxed at the rate of 2% per 
cent up to $4,200 per year, and the government as the employer 
will contribute an equal amount. 

The eligibility requirements and level of benefits available un- 
der OASI need not be reviewed here. However, free wage credits 
of $160 per month are provided for each mouth of active service 
between September 16, 1940 and December 31, 1956, if this period 
is not used in computing the amount «f service-retirement pay. 


(93) 
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Those individuals on active duty on or after January 1, 1957 will 
receive free wage credits ($160) for each month of active service 
between January 1, 1951 and December 31, 1956 even though this 
period is used in computing retirement pay. Also, a serviceman 
who is killed before he becomes currently or fully insured is paid 
benefits by the Veterans’ Administration equal to those provided 
by the social security system. The OASI retirement benefits are 
paid in addition to the military retirement pay, thereby increasing 
substantially the level of government-provided retirement income. 
This fact should be considered in planning the types and amounts 
of coverage the serviceman should have. 


Dependency and Indemnity Compensation 


The new law eliminates the Servicemen’s Indemnity, or “$10,000 
free insurance” but increases the Veterans’ Administration compen- 
sation payments to make up for the dropping of this insurance. 
Government-sponsored insurance is now available only if the in- 
dividual has a service-connected disability upon release from active 
duty. Now all components of the service are covered by SAVSBA, 
with no distinction as to whether death occurs in peace or war. 

The law establishes a new type of monthly benefit to be paid by 
the Veterans Administration to the serviceman’s widow for life 
or until she remarries. The amount payable is related to basic pay 
and is calculated at the rate of $112, plus 12 per cent of the basic 
pay the serviceman was receiving at the date of death. The mini- 
mum amount available is $122, with a maximum of $242 per 
month. There is no additional amount paid to a widow with de- 
pendent children, except that paid from social security, unless the 
child is disabled. A payment is also made to children between the 
ages of 18 and 21 if they are attending school. There may be a 
special need for commercial insurance where the government in- 
come is considered inadequate to provide for the children or the 
widow. 

Compensation is provided for children, however, if the widow 
is dead or ineligible because of remarriage. Amounts are paid until 
age 18 and are as follows: one child, $70; two children, $100; three 
children, $130; and $25 per month for each child in excess of three. 
Where there is more than one child, the payments are made in 
equal amounts to each. 

Dependent parents may receive payments on a sliding scale, 
the Veterans’ Administration payment increasing as the income 
from other employment decreases. The maximum benefit if only 
one parent is living is $75.00. For both parents it is $100 per month. 
It the income of one parent is over $1,750, no benefits are paid. If 
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both parents are living and their combined income exceeds $2,400 
per year, no compensation is paid. 


Death Gratuity 


In addition to other compensation, the survivor of a service 
member who dies on active duty or of a service-connected cause 
within 120 days of separation will immediately receive a “six- 
months gratuity death payment.” This amount is computed as six 
times 2!! items of pay, but not including allowances. The minimum 
amount payable is $800 and the maximum is $3,000. 


Conclusion 


The new SAVSBA benefits providing old age and survivors’ in- 
surance for servicemen, dependency and indemnity compensation, 
and revised death gratuity payments have important effects upon 
the potential market for commerical life insurance. The changes 
effected by the law should prompt the agent to re-examine the 
programs of insureds affected by the law and to consider the bene- 
fits available in planning programs for new clients. 
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FACILE PRINCEPS. By Alexander Mackie. Lancaster Press, Inc., 
Lancaster, Pennsylvania, 1956. 292 pages. 

Reviewer: Robert W. Strain, Member, State Board of Insurance, 
The State of Texas, Austin, Texas. 


The Presbyterian Ministers’ Fund enjoys the distinction of being 
not only the first life insurance company in America, it is also the 
first business corporation chartered in America. The charter was 
granted January 11, 1759, in London, by Thomas and Richard 
Penn, sons of William Penn and then Governors-in-Chief of the 
Province of “Pensilvania.” At that time the organization was given 
a more formidable, and expressive, title: Corporation for Relief of 
Poor and Distressed Presbyterian Ministers and of the Poor and 
Distressed Widows and Children of Presbyterian Ministers. As 
its name indicates, its purpose was to serve as a source of relief 
for Presbyterian ministers and their families. Today, with offices 
in Philadelphia, it continues to accomplish that purpose on a non- 
profit basis. 

Facile Princeps is the story of the beginning of life insurance in 
America. Moreover, it is also the business history of the first 
hundred years of the Presbyterian Ministers’ Fund. Prepared by 
the Fund’s current president, the work is the result of prodigious 
and exhaustive research in several prominent libraries. Although 
President Mackie acknowledges in the introduetion his indebted- 
ness to the manuscripts of three other authors who treated some 
part of the same period, the book is nevertheless a credit to its 
author and to the literature of life insurance history. 

Original capital of the Fund, prior to collection of premiums, 
appears to have approximated £4,400, 23,827 of which was ob- 
tained from Great Britain by a pioneer fund-raising minister. Dis- 
position of the £3,827 was interestingly made for four purposes: 
(1) £635 was set aside by the Board for the relief and redemption 
of captives held by the Indians (but £500 of this amount, when 
entrusted to the government of Pennsylvania, disappeared in the 
hands of “a sort of commissioner to the Indians” and was not used 
for the purpose intended, according to available evidence); (2) 
£1,000 was to be used for missionary purposes; (3) £1,092 was 
for the relief of cases of distress among the widows and children of 
deceased ministers; and (4) £1,100 was reserved in a special fund 
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to be used according to instructions from the Church of Scotland. 

Selection of members in the Fund was based upon an appli- 
cant’s general reputation for good health and appearance before 
the Board (although appearance was not an absolute requirement ). 
Contrary to practice which one hundred years later was to be 
common among other insurers, there were no restrictions as to resi- 
dence, occupation, or travel. 

The Fund was never required by its charter to limit its busi- 
ness to the clergy. Instead, this limitation was self-imposed. In the 
Agreement of 1792, thirty-three years after the charter was issued, 
there appeared a stipulation that the number of persons insured 
must be kept at a minimum of 70 and that, should the number fall 
below 70, the Corporation could admit laymen to account for the 
difference. No reason is given for the choice of this particular 
number. In the years following 1792 a few laymen were admitted. 

The first life insurance policy issued in America, according to 
Mackie, was written on May 22, 1761. A whole life contract, it 
required fixed, level premiums which were payable until death; but 
neither the premiums nor the benefits were related to the age of 
the insured or beneficiary. An additional premium requirement was 
that a member must pay an extra annual premium in any one year 
during which he might remarry. This apparently was a feeble at- 
tempt to compensate the Corporation for the adverse selection 
found in the probable younger age of the second wife, which would 
require longer annuity payments upon death of the insured. 

Benefits were in proportion to premiums paid and were pay- 
able upon the death of either the Presbyterian minister or his wife. 
As to methods of settlement used initially, there was no choice 
but to receive an annuity, the first payment of which was due 
one year after the insured’s death. No person other than the wife 
or children could be a beneficiary. If the beneficiaries were the 
widow and children, the annuity payments were divided among 
them according to the Corporation’s decision. If, however, the 
beneficiary were the widow, payments continued for life but were 
halved upon her remarriage. Payments to children as beneficiaries 
were for an arbitrary 13 years regardless of their ages, but commu- 
tation of benefits was permissible upon the Corporation’s approval. 
The reader is not told the reason for selection of the particular 
period of 13 years. 

With but minor changes in 1792, the form of the initial policy 
continued as the only contract offered by the Fund during its first 
60 years. The policy created actuarial problems which required a 
hundred years to correct because its annuity payments were based 
upon an unknown age of an annuitant at date of issue. Also, the 
policy gave rise to the popular name of the Fund, the “Widows’ 
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Fund,” since is was payable in only one manner. In 1820, new 
policies of a retirement annuity type were offered but did not sell 
well since they lacked the death benefit feature. 

In its early days, the Fund loaned money on two types of 
securities—bonds without accompanying mortgage (which were 
tantamount to modern judgment notes) and bonds accompanying 
mortgages secured on real estate. The Fund’s directors were its 
regular borrowers, a fact which caused trouble later when inflation 
and poor financial management led the Corporation to a financial 
crisis of serious proportions. At that time, just prior to 1800, the 
frozen assets of the Corporation would have prevented annuity pay- 
ments but for the apparent use of the treasurer’s personal cash 
and credit. The solution ultimately lay in liquidation of land hold- 
ings. 

Of the 21 original minister members of the Fund, six lapsed 
their policies and the remaining fifteen eventually became death 
claims. In the chapter, “The First Lapses and Claims,” the author 
biographizes in detail the six lapsed cases (and most of the others), 
includes anecdotes, and even relates humorous pranks played by 
one clergyman on another. Where possible, the reasons for lapsation 
are given for the six, as well as the causes of death for the fifteen. 
This attention to early policyholders, though perhaps overdone, 
nevertheless contributes atmosphere to the book; and as the author 
expresses it, this “affords a panoramic view of early American life.” 

The author was apparently blessed with an asset the lack of 
which is so often the bane of the business historian—accurately 
recorded and well-preserved accounts of early activities available 
in the minutes of the Corporation. From these records he con- 
structed in scholarly fashion a meticulously-prepared contribution 
to the annals of life insurance. In places it is tiringly replete with 
biographical detail, and he seizes each opportunity to elaborate on 
the personal aspects of his study. He showed a healthy respect for 
accuracy and appeared fully aware of a principal danger facing 
the business historian when he prefaced, “. . . I have been anxious 
to quote exactly what my authorities say. It is too easy to give a 
wrong color to the thoughts of others when you reproduce them in 
your own words.” Quotations appear with their original spelling, 
and in some instances in their original handwriting. Illustrations 
involving the reproduction of handwritten letters suffer from illegi- 
bility and from the general lack of dates; the reader would profit 
from an explanatory caption. 

Idealistic motives are present throughout, especially when much 
credit is given early clergymen for their foresight in providing for 
each other’s welfare in starting and maintaining the Fund. Perhaps 
the author is a bit carried away with his zeal at times, reflected by 
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such a statement as “It takes backbone, ethics, and religion to ad- 
minister life insurance.” And again, “Life insurance was not, is 
not, and cannot be a source of wealth and economic aggrandize- 
ment for its managers. . . . It must proceed from a religious con- 
viction . . . whether these convictions be formal or informal.” The 
religious motives in the care of a father for his family through the 
medium of life insurance is clearly reflected by the divine objectives 
of the Presbyterian ministers in banding together for their mutual 
protection. 

Organization of material in a business history is always difficult. 
The author is faced with either the topical or the chronological ap- 
proach, and either one, at the exclusion of the other, leaves much 
to be desired. The topical, or functional, approach is adequate for 
those readers interested in special areas but may lose strength in 
its lack of continuity. The chronological approach, on the other 
hand, has the advantage of giving the reader continuity but, in a 
business as varied and interrelated with other areas as is life in- 
surance, the purely chronological method tends to force him to 
shift too often from one phase of the business to another. This 
shifting presents the danger that the reader may lose sight of the 
evolution in the performance of particular functions within the 


company. 

Facile Princeps is divided into fifteen chapters, each beginning 
with “The First”—policies, policyholders, secretary, president, and 
even the first “frozen assets.” The topics are treated so that one 
chapter does not logically depend on the one preceding, and not 
eough emphasis is placed on what happens after the “first” subject 
is achieved. The reader wonders if any importance should be attri- 
buted to the second set of officers, the second set of investments, 
and so on. In fact, the second hundred years of the Fund is not 
included at all. 

The writing flows smoothly although a professional editor could 
have removed numerous instances of repetition. Subtle humor 
brightens the pages now and then. There is no bibliography, but 
the author has compiled a 14-page index. But here again, as with 
his emphasis on persons, the index includes only proper nouns, and 
insurance terminology is not to be found. Nowhere is there a pic- 
ture of the Fund’s current officers or its office facilities, and this 
reviewer thinks the inclusion of some or all of the following items 
would have added much interest for readers: the latest financial 
statement, names of present officers and trustees, a sample policy 
issued in 1956, amounts of insurance, and other growth figures 
aranged by years. Moreover, the author presumes his reader a 
student of Latin, for he does not define Facile Princeps: “easily pre- 
eminent,” or “indisputably the first.” 
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As business histories go, this belongs in the better class. It is 
neither a classic nor a vanity publication, and it deserves respect. 
Its author obviously enjoyed it as a labor of love; and the Presby- 
terian Ministers’ Fund may weli be grateful for its president's fore- 
sight in recording for life insurance students the story of the be- 
ginning of life insurance in America. 


LIFE INSURANCE SALES MANAGEMENT. Edited by Dan M. McGill, 
Richard D. Irwin, Inc., Homewood, Illinois, 1957. 301 pages. $5.00. 


Reviewer: James L. Athearn, University of Florida. 


This volume is part of the lecture series sponsored by the S. S. 
Huebner Foundation for Insurance Education. The lectures were 
given at the University of Pennsylvania during the 1955-1956 
academic year, at which time the reviewer had the privilege of 
being in the group before which the presentations were made and 
had the opportunity to participate in the discussion which fol- 
lowed each lecture. The candor and straightforwardness with which 
most lecturers answered questions asked by members of the audi- 
ence added much to the value of the lectures. 

The purpose of this volume is to present what factual and theo- 
retical knowledge there is on sales management with particular 
reference to the field of life insurance rather than to duplicate the 
general literature on sales management. Most available literature in 
this field places major emphasis on selling techniques and relatively 
little attention has been paid to the life insurance marketing process 
as a whole. 

In this volume, detailed discussion is devoted to three aspects 
of life insurance sales management: (1) sales organization, (2) 
sales planning, and (3) creation and maintenance of a sales force. 
Because each of the chapters in the three areas was written by a 
different person, there is a certain amount of overlapping. The 
reviewer's reaction is that not all the repetition is necessary. For 
example, the history of the development of the agency system 
appears several times; and a good deal of space is devoted to prov- 
ing that the agency system is essential in the successful marketing 
of life insurance. In view of the fact that the first audience to be 
exposed to these lectures was hardly opposed to the modern life 
insurance industry, one wonders at the incessant drumming on the 
same tune. Can it be that the speaker was attempting to reassure 
himself? Are these people self-conscious of the costs of distribut- 
ing promises? 

Nevertheless, the point is made, and it should be, that life 
insurance is an intangible much of whose value lies in the future. 
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This characteristic of the product being sold has a tremendous in- 
fluence on the nature of the sales effort and sales organization be- 
hind such effort. 

The chapters in this book vary in length from 13 to 47 pages; 
and there is equally as much variation in the quality, meas- 
ured by content and organization. Some chapters run into the 
problem of content because of the nature of the subject as well 
as the way in which the book itself is organized. For example, 
there isn’t too much to planning the sales effort—at least not after 
product planning, market planning, price planning, and sales plan- 
ning at the agency level have been done. One result is that the 
chapter entitled “Planning the Sales Effort,” in seeking content, 
overlaps the chapter devoted to education and training (“The De- 
velopment of Skills and Capacity”). In view of the fact that there 
are five chapters devoted to various aspects of sales planning, per- 
haps the chapter on planning the sales effort suffered from an at- 
tempt to avoid overlapping with other chapters. When there is a 
paucity of new content and too much overlapping, a chapter might 
well be eliminated. 

In spite of these defects, which are probably inherent in any 
lecture series, this book performs a useful service and is well worth 
reading. Most of the chapters are excellent. This may be why 
one or two do not make a favorable impression—they suffer by 
comparison. While it may be true that most of what can be said 
about sales management has been said elsewhere, here it is said 
in relation to a specific field in which many people are interested. 
The particular problems that result from the unique character of 
life insurance are analyzed in detail and the discussions of current 
approaches to their solution should be of considerable value to 
teachers in the field of life insurance as well as to those in the 


industry. 


ACCIDENT AND SICKNESS INSURANCE, PROVIDED THROUGH IN- 
DIVIDUAL POLICIES. By John H. Miller and others. The Society of 
Actuaries, Chicago, Illinois, 1956. 155 pages. $3.00. 


Reviewer: O. D. Dickerson, Associate Professor of Insurance and 
Real Estate, Florida State University. 


This book was prepared by a committee of the Society of Actu- 
aries for use of candidates preparing for part 8-c of the Society’s 
examination. The subject matter of this part of the examination is 
individual accident and sickness insurance, group insurance having 
been covered in part 8-a. The book will presumably replace the 
“study notes” which have heretofore been the Society’s primary 
reference on this topic. The subject matter is restricted to policies 
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issued by insurance companies. Unlike the study notes for part 
8-a, this book does not deal with the activities of Blue Cross, Blue 
Shield, and independent insurers. While brief reference is made 
to limited and industrial policies, the emphasis is primarily on the 
commercial forms and secondarily on guaranteed renewable con- 
tracts. John Miller was the principal contributor. The other con- 
tributors were R. C. Barnsley, E. L. Bartleson, R. F. Killion, T. H. 
Kirkpatrick, L. H. McVity, J. T. Phillips, A. Thaler, and W. I. 
Wells. 

The choice of the title is somewhat unfortunate. It tends to 
perpetuate a terminology which most persons interested in health 
insurance are trying to get away from. The terms “health insurance” 
and “disability insurance” more appropriately describe the cover- 
age. Health insurance is a more positive term and will probably 
soon be generally used. It is unfortunate that this book has not 
conformed to this tendency. 

There is certainly a need for better textbooks in the health in- 
surance field. The only existing textbook, Faulkner’s Accident and 
Health Insurance, was a notable contribution in its time but is now 
seventeen years out of date. The Huebner Foundation lecture vol- 
ume, Accident and Sickness Insurance, is the most nearly compre- 
hensive and up-to-date book on the subject; but it suffers from a 
lack of coordination and of complete coverage. It is an excellent 
reference book, but no collection of lectures is likely to result in a 
real textbook. Osler’s Guide to Accident and Sickness Insurance is 
what its title implies—a guide for agents—not a textbook. It is 
restricted to insurance company individual policies and is com- 
pletely devoid of evaluation. 

Miller's book does not meet the need for a general health in- 
surance textbook. However, it does an excellent, job of meeting 
its primary purpose—a text on a limited portion of the field for 
actuarial candidates who have already had a great deal of expo- 
sure to other aspects of the insurance business. Throughout, the 
emphasis is on the problems of the companies and sometimes on 
the problems of actuaries themselves. While excellent for its pur- 
pose, this approach somewhat limits the value of the book to others. 

There are several sections which present particularly worth- 
while discussions. One of these is the relation of life insurance 
to health insurance and considerations affecting the entry of life 
insurers into the health insurance field. The discussion of benefits 
in Chapter 2 is good but might be improved by classifying the 
accident-only benefits into expense and income replacement bene- 
fits rather than presenting them as a third class. This chapter is 
somewhat weak on the great variety of dismemberment benefits 
found in the industry. It also suffers from the absence of any dis- 
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cussion of comprehensive medical policies. The discussion of the 
pros and cons of guaranteed renewability is weak and would be 
improved by a slight shift to the insured’s viewpoint and further 
consideration of the level premium aspects of such coverage. 

Chapter 3 on underwriting includes excellent discussions of the 
subjectivity of disability, renewal underwriting, and reinsurance. 
It would be improved by further discussion of the use of average 
earnings and other insurance clauses in the control of moral hazard. 
Chapter 4 covers benefit payments (claims) and Chapter 5 cov- 
ers selling methods and agent's compensation. The discussion of 
commission arrangements is quite good. A somewhat questionable 
statement is found in this chapter. On page 70 the statement is 
made that “Because of the relative simplicity of accident and sick- 
ness insurance, it takes less time to train a new agent in the funda- 
mentals which he must learn than is the case with life insurance.” 
Health insurance is not simple. Its complexities are probably as 
great as those of any line of insurance. A more meaningful and 
accurate statement might be that because of the apparent simplicity 
of health insurance, too little time is devoted to agent’s training; and 
many agents in the field are thus rather poorly prepared. 

Chapter 6 on policy forms is brief and might well be expanded. 
The discussion of legislative requirements is good. A priori, one 
might expect Chapter 7, on the basis of premiums, reserves, and 
dividends to be the heart of a Society of Actuaries textbook. This, 
however, is not the case. The chapter follows its title too well, and 
its subject matter is restricted to basic factors. The notation is not 
even introduced. While the discussion of these basic factors is ex- 
cellent, one would have hoped that experienced actuaries such as 
the authors would have gone further and continued the discussion 
to the development of premium and reserve formulae. This is 
remedied, but only in part, in Appendix 1. This presents the nota- 
tion and basic formulae, but in rather cryptic form. Hunter and 
Phillips are given credit for the method using pension fund sym- 
bols and tables of disability rates and annuity values. It would 
seem sporting to give credit to Craig (P.C.A.S. 17:50) for the con- 
tinuance table or sickness method, and to Farley (P.C.A.S. 27:40) 
for the reconciliation of the two methods. Further amplification of 
this section with illustrative calculations would improve the book 
greatly. This material would be more effective if presented in the 
text than in an appendix. 

The chapter on annual statements and federal tax returns suffers 
from the opposite criticism. Rather than being restricted to basic 
concepts, it goes into too much detail. It assumes a rather detailed 
knowledge of the statement and tax law and return as applied to 
life companies and merely presents the points at which health in- 
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‘ surance requires different or additional treatment. While these de- 
tails are important, the presentation would have been much im- 
proved and the book made of greater general value if the more 
fundamental principles were included. This would not require 
more than a few additional pages. 

There are two other appendices. One presents a brief summary 
of some of the distinctive characteristics of health insurance in 
Canada, and the other presents the Uniform Individual Provisions 
Law. The book suffers from the lack of an index and bibliography. 
Except for a few rare footnotes, there is no guide to the reader as 
to sources and additional material. 

It is perhaps unfair to review a special-purpose book from the 
standpoint of an outsider. However, the need for a good textbook 
in the field of health insurance is so great that every offering must 
be examined as a potential candidate. This book is an excellent 
piece of work. It is closely and accurately written. As indicated 
above, the only criticisms that can be made are as to sins of omis- 
sion, not of commission. For those interested only in individual 
policies issued by insurance companies it represents a great im- 
provement over the Osler book. For those interested in the broader 
aspects of health insurance, it will prove a valuable reference book. 
It will probably be valuable as a collateral reference for students, 
but it is too narrow in its scope to make a suitable textbook for a 
course in health insurance. 


BUSINESS INSURANCE. Second Edition. By Edwin H. White. 
Prentice-Hall, Inc., Englewood Cliffs, New Jersey, 1956. 452 pages. 
$7.50. 


Reviewer: Donald R. Childress, Chairman, Department of Finance, 
University of Oklahoma. 


The organization of this edition of Business Insurance follows 
closely that of the previous edition into three books: Book I—Pro- 
prietorships, Book Il—Partnerships, and Book I1I—Corporations. 

The material on proprietorships is grouped into three parts. 
Part I sets forth fundamental facts about proprietorships and eco- 
nomic losses attendant upon their discontinuance and liquidation at 
the death of the proprietor. Part II deals with the various plans 
that have been tried in attempts to avoid closing out such busi- 
nesses on the proprietor’s death in order to avoid these losses. Part 
III discusses the ideal continuation plan—the insured purchase and 
sale agreement, set up between proprietor and his key employee, 
assuring upon the proprietor’s death the disposal of the business for 
full value without loss to the heirs, and its continuance by the 
employee as a going concern. 

The material on partnerships is also divided into three parts. 
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Part I deals with the fundamental facts about partnerships, particu- 
lar emphasis being placed upon problems attending liquidation and 
their consequences. It points out the normal course of the law 
on the death of a partner and the inevitable losses to everyone 
concerned. Part II discusses, each in its turn, the plans that have 
been used in attempts to avoid liquidation on the death of a part- 
ner. This discussion leads, by the process of examining and elimi- 
nating defective schemes, to the one workable plan by which the 
partnership business may be continued. Part III deals with the 
details of this plan—the purchase and sale agreement between 
the partners themselves, or with their firm, financed by life insur- 
ance. 

The material on corporations has again been divided into three 
parts. Part I deals with the fundamental facts about corporations, 
including the characteristics of the close corporation and the effect 
of the death of a close corporation stockholder. Part II discusses 
the various plans that have been used in attempts to avoid the 
deleterious effects that ordinarily follow upon the death of an 
associate in a close corporation. Part III presents the one success- 
ful plan for the close corporation business, the insured stock pur- 
chase and sale plan. 

The author has cited freely from leading cases on proprietor- 
ship, partnership, and corporation law bearing on the subjects 
quoted and discussed in the text. Having developed a logical 
plan for continuation of each form of business organization, he also 
outlines the contents of the purchase and sale agreement required 
in each situation, cautioning of the need for an instrument drawn 
up by a competent attorney. A detailed discussion of the method 
of financing the purchase and sale agreements and the funding of 
such agreements through the purchase of life insurance, who should 
pay the premium, and who should be designated as beneficiaries 
are all included. 

Finally the tax problems involved in arranging for the continua- 
tion of the various types of businesses are pointed out and the 
applicable provisions of the Internal Revenue Code of 1954 are 
cited in connection with each. 

The author has done a painstaking and thorough revision of his 
scholarly text with excellent results. His book will continue to be 
an invaluable source of information not only for courses in ad- 
vanced life insurance, but for courses in business finance as well. 


PERSONAL ESTATE PLANNING IN A CHANGING WORLD. Eighth 
Edition. By Rene A. Wormser. Simon and Schuster, New York, 
1955. 284 pages. $3.95. 

Reviewer: Philip Elkin, Assistant Professor of Economics and In- 
surance, Temple University. 
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Mr. Wormser attacks this subject of estate planning in his usual 
bold, broad strokes. He is troubled about the future of individual 
estates, and constant planning is his recommendation. The fact that 
this volume is the seventh revision within fourteen years bears 
mute testimony to his thesis of a changing world. His bogeymen are 
inflation and increasing taxes. His watchwords are flexibility and 
liquidity. His saviours are alertness and planning. 

The preface describes the persons for whom this book is writ- 
ten: “This is not a textbook on estate planning. It bas been de- 
signed primarily for the use of laymen. It should also be useful 
to the lawyer who is not yet well versed in the subject; and for 
others, such as trust officers, accountants and insurance under- 
writers who require some knowledge of estate planning in their 
work.” 

The book is lucidly written. A number of features have been 
used to simplify the presentation of this technical subject. In addi- 
tion to a full index, a glossary of technical terms is included. The 
chapters are short—80, in number—and provocative titles describe 
the subject matter. Here are a few typical titles: “What Is A Living 
Trust?”; “The Place of Life Insurance in an Estate Plan”; “How 
to Meet Estate Shrinkage.” Wormser includes many useful check 
lists to jog the memory of the estate planner. Finally, there are sev- 
eral appendices of value. One. appendix describes the history 
of a hypothetical estate administration. Another appendix con- 
tains comparative state death taxes. A third outlines the income 
tax incidence on trust income when the grantor retains tax liability. 

Mr. Wormser emphasizes the basis of estate planning as merely 
a continuation of “life planning.” Estate planning is not an expo- 
sure to the after-life, it is a continuation of living objectives. “The 
most valuable gift which you can make to others is to give them 
the capacity for working and earning.” Just as the greatest asset 
to the family steward is his ability to work and earn, this is also 
the most valuable bequest to survivors. Physical property should 
be mostly a means to this end. 

The Wormser formula for estate planning is presented in five 
phases: Who? Why? When? What? How? The “who” refers 
to beneficiaries. The “why” refers to the living objectives now and 
in the future. The “when” refers to timing of gifts and bequests. 
The “how” refers to techniques of transfer. 

Flexibility in estate planning is Mr. Wormser’s incessant plea. 
“I have expressed myself sufficiently about the mistake of trying 
to establish a financial or social dynasty. . . . By such an inflexible 
arrangement you may deprive your nearest of kin of the oppor- 
tunity to advance position and status. Also, by the rigidity of 
your plan, you may be endangering the safety of the capital, in 
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so far as you make it impossible for anyone to change direction 
when society changes . . . and for what purpose? So that your re- 
mote descendents may reap a questionable benefit. It does not 
make sense.” 

Flexibility during the grantor’s lifetime is frequently drama- 
tized by examples. The necessity of reviewing the will is illus- 
trated with regard to New York law: 


“1. If you have married since executing your will, your whole 
plan may go ng if you have not taken care of your new 
wife in your will in a manner to satisfy her ‘right of elec- 
tion’; 

2. If a child has been born since your will was executed, and 
the will does not provide for such child, and there has been 
no inter vivos settlement, the child would be entitled to 
take a share in your estate as though there had been no will, 
unless you state in your will that you make no provisions 
for after-born children; and 

3. If you have left a considerable part of your residuary estate 
to charity and some of your legatees have died and their 
legacies have lapsed, you may have left more to charity than 
the law permits and your surviving spouse or child may be 
able to contest the size of your charitable bequest.” 

The role of life insurance is discussed extensively. “Life Insur- 
ance is, for many people, the most valuable implement of estate 
planning. When you need it, you need it, and there is no substi- 
tute for its advantages.” However, the role of life insurance is 
greatly qualified by the inflationary bias in our economy: “. . . fac- 
ing the possibility of continued inflation and the prospect that you 
may have to buy more insurance later to keep up with the infla- 
tionary process, I recommend that you buy the cheapest forms of 
insurance possible . . . your inflationary risk is less if you confine 
yourself . . . to ordinary life policies.” 

Wormser takes a decisive stand against annuities, endowments, 
and retirement income poliices: 


“, . . to buy a policy now calling for retirement payments at a 
selected age, say 65, seems gem d inadvisable for three 
reasons. First, it requires a high premium, which increases the 
inflation risk. Second, if you are not ready for retirement when 
the payments are scheduled to commence, you can postpone 
them until a later commencement date but that may be only 
postponing some of the difficulties. The installmens will come 
to you bearing income tax right from the start. The taxable 
part of the annuity payments will be superimposed for income- 
tax purposes on your other income and, in large part, sacrificed. 
. .. Third, even if you are ready for retirement at the selected 
age, you may find that inflation has left you with a sadly dimin- 
is 


return.” 
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Inflation is Wormser’s greatest devil. “You have an income 
of $10,000 per year and there is a fifty per cent inflation. So you 
manage to raise your income to $15,000 and think you are level 
with the inflationary rise. You are not. For you reach higher tax 
percentages with your new income and thus pay disproportionately 
more taxes. This principle operates similarly under gift tax and 
estate tax.” 

The “welfare state” is blamed for the continued inflation of the 
price level. Wormser recommends more alertness and flexibility in 
planning to counteract this evil. “I suggest that you take care, in 
your efforts to protect the family, not to enfeeble it. While rugged 
individualism seems abandoned as an acceptable political philoso- 
phy, ruggedness in the individual may be all the more necessary 
in the future.” The book closes on a courageous note. The final 
chapter is entitled: We Can Stand It. “Planning is far more diffi- 
cult than it used to be, and will, in all likelihood, get constantly 
more so. But we are standing the strain of so rapidly changing a 
world, and if it doesn’t get any worse we can stand it. And when 
it gets worse, we'll be able to stand that, also.” 

This book is essentially a handbook of ideas for the layman. 
The material is suggestive rather than definitive. It is too breezy 
for a textbook. It is an index of subject matter to help the layman 
select his agenda of topics for further discussion with the special- 
ists: the lawyer, the underwriter, the accountant, and the trust 


man. 














Selected Insurance Articles * 


Life and Disability Insurance 


APPRAISING THE HUMAN ASSET FOR FAMILY AND BUSINESS FINAN- 
CIAL PLANNING. By Robert A. Brown, Jr. and Jack O'Neill. 
Journal of the American Society of Chartered Life Underwriters, 
Summer, 1957. 


Summary: Since the need for life insurance for estate conserva- 
tion is readily measurable, the intent of this paper is to develop 
some practical principles for use in appraising human life value 
and to establish it as the most valuable asset on the balance 
sheet. The insurance underwriter must set up these principles of 
appraisal. Objectives, principles, and rules are outlined and ex- 
plained by use of an exhibit and a hypothetical case. (G.R— 
Illinois Wesleyan ) 


SHOULD INSURANCE BE TAXED. By Ira Jewell Williams. Best's In- 
surance News, Life Edition, Volume 58, October, 1957. 


Summary: This article is a psychological appeal to the general 
public as to the inequity of taxing life insurance. Statistics along 
with high sounding moral phrases are quoted showing the pres- 
ent tax situation in the field. Numerous comparisons are pro- 
vided showing the correlation between social security and life 
insurance. Moreover, the point is made that taxing life insurance 
benefits would deprive the people of many constitutional rights. 
The article makes reference to the building of individual high 
character through the purchase of life insurance and also the im- 
portance of life insurance to our national economy. If the bene- 
fits of life insurance were directly taxed, these contributions to 
society might well disappear. (P.K. Jr.—Pittsburgh ) 


LIFE REINSURANCE. By John T. Rohm. A paper presented at the 
annual meeting of the Conference of Actuaries in Public Prac- 


* Reviews were submitted to the Periodical Editor by the following per- 
sons: Gerald Roth, Illinois Wesleyan University; Paul Kopelcheck, Jr., Uni- 
versity of Pittsburgh; Virginia Vickery, University of Colorado; Cyril H. 
Weagle, Jr., The Ohio State University; J. Allan Brown, Illinois Wesleyan 
University; David H. Meid, Indiana University; Fred J. Cox, The Ohio State 
University; Ed. Beauchamp, The University of Texas; Paul C. Hughes, The 
Ohio State University; William R. Purifoy, The University of Texas; Wayne L. 
Gregory, The University of Texas; Anthony V. Pace, Jr., University of Pitts- 
burgh; Daniel Rhode, Temple University; Arthur Ellman, Temple University; 
Alfred Sharfstein, Temple University; Robert S. Felton, Indiana University. 
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tice, October 14, 1955. The paper is published in the annual 
Proceedings of the Conference. 


Summary: Discussion is concentrated on the general subject of 

“reinsurance service.” In this connection, the subject of coinsur- 

ance and modified coinsurance is explained together with annual 
renewable term reinsurance plans. In addition, both facultative 

agreements and automatic agreements for effecting reinsurance 

are discussed. Finally, various supplemental services provided 

by the reinsurer, along with its basic function of spreading risk, 

are briefly described. (V.V.—Colorado). 


BLUE CROSS ASSOCIATION: A DISCUSSION OF ITS AIMS AND SIG- 
NIFICANCE. A panel discussion on the proposed effect of the 
July 10, 1956 revision of the by-laws of the Blue Cross Associa- 
tion and reported in Hospitals, Journal of the American Hospital 
Association, January, 1957. 


Summary: The purpose of the revision of the by-laws of the Blue 
Cross Association was to transform the Association into a strong 
sales arm of the Blue Cross movement, especially for national 
contracts. The Blue Cross Commission of the American Hospital 
Association will continue to function but it will function as a 
device of the American Hospital Association and will establish 
and maintain high standards for Blue Cross Plans and maintain 
constant liaison with the American Hospital Association. The 
local Blue Cross Plans will continue their same close relation- 
ships with the hospitals in their areas. The change in by-laws was 
designed to strengthen the existing corporations within the Blue 
Cross Commission structure in order to fuse together the many 
local Blue Cross Plans. This will also make for close ties with 
Blue Shield. (C.H.W., Jr—Ohio State) 


AN APPRAISAL OF CONSUMER INSURANCE POLICIES. By J. Rueben 
Darr. Insurance Law Journal, June, 1957. ; 


Summary: The author concludes that consumer credit insur- 
ance not only protects the creditor in installment purchases but 
also gives security and peace of mind to the debtor. In recent 
years, this type of insurance protection has become recognized as 
a much needed form of protection for the creditor, the debtor, and 
their families alike. This form of insurance has contributed to 
the strength and soundness of consumer credit in our time and 
has become the fastest growing type of insurance in the field. 
(J.A.B.—Illinois Wesleyan ) 
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THE FAMILY INSURANCE POLICY. By Malvin E. Davis. The Journal 
of the American Society of Chartered Life Underwriters, Fall, 
1957. 


Summary: This article contains an analysis of the family life 
insurance policy considered by the author as perhaps the most 
outstanding life insurance development since the end of World 
War II. The author states the purpose of the family policy is 
to provide the minimum life insurance protection, in one package, 
on all members of the family in relation to their respective needs. 
The common provisions of the plan are cited, as are the variations 
in policies of the different issuing companies. Advantages and 
disadvantages of the plan are also discussed. The autisor con- 
cludes by stating that the family policy effectively fulfills a real 
need. (D.H.M.—Indiana ) 


THE PRESENT AND FUTURE FOR MAJOR MEDICAL. By J. F. Follmann, 
Jr. The Spectator, Volume 165, March, 1957. 


Summary: The author presents a thought-provoking article on 
the needs for major medical insurance. He explains the present 
status of this form of coverage and suggests improvements for 
the future. Among these are more education of the public, a bet- 
ter understanding by all persons of the problems of medical care, 
greater use of deductible, and coinsurance. The author makes a 
final plea for further development in this field, with more experi- 
ments in major medical plans. (F.J.C.—Ohio State) 


INVESTING WHILE THE TIMES CHANGE. By Ervin L. Hall, The Spec- 
tator, April, 1957. 

Summary: The author discusses investment principles and their 
application to current trends in the economy. He points out that 
old economic standards no longer serve as they did in earlier 
periods. A need for revision in investment procedures is, there- 
fore, apparent. The implication to insurance companies in this 
article is that they should take a critical view of their current 
portfolios to see if they are meeting the needs of present eco- 
nomic conditions. Investment policy, if not reviewed constantly, 
can become outdated in a relatively short period of time. Mr. 
Hall summarizes the article with the following comment: “A 
pause now and then to examine your own thinking and your past 
actions could be one of your most profitable investments.” (E.B. 
—Texas ) 


THE EFFECTIVENESS OF VOLUNTARY HEALTH INSURANCE. By Odin 
W. Anderson. This article summarizes the results of a nationwide 
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survey conducted by interviews by the Health Information Foun- 
dation as reported in Hospitals, Journal of the American Hospital 
Association, July, 1956. 


Summary: The purpose of this survey was to show the distribu- 
tion of the costs of personal health services among families and i 
the extent of voluntary health insurance owned to meet these 
costs. The result of the survey was to explore means of encourag- 
ing the continued growth of voluntary health insurance. The sur- 
vey discovered that the prevailing pattern of benefits in volun- 
tary health insurance in the United States is hospital care and 
“in-hospital” physicians’ services. The conclusion reached by the 
survey is that there is a pressing need for expansion in the num- 
ber of persons covered by health insurance and for an expansion 
in the benefits provided by voluntary health insurance. (C.H.W., 
Jr.—Ohio State ) 


THE EROSION OF ANNUITY VALUES. By Robert I. Mehr. Current 
Economic Comment, University of Illinois publication, Volume 
19, February, 1957. 


Summary: Longer life spans, decreasing amounts of dollar re- 
turns from initial investment, depreciation in purchasing power 
of the dollar, and the down trend of investment income have 
combined to lend support to the variable annuity plan described 
by the author. Relaxed investment rules for insurance companies 
would be required for the institution of this plan. One of the 
interesting observations made by the author after discussing care- 
fully the pros and cons of this plan is that one can simply invest 
in any of the mutual funds at the present time and thereby take 
advantage of the variable annuity idea. (P.C.H.—Ohio State) 


DISPUTE OVER THE VARIABLE ANNUITY. By Leonard E. Morrissey. 
Harvard Business Review, Volume 35, January-February, 1957. 


Summary: Some of the more important pros and cons in the vari- 
able annuity controversy are discussed in this article. The author, 
after giving a brief background, explains why the proponents 
argue that it provides for a hedge against inflation. He then 
gives the reasons why opponents of the variable annuity feel that 
too many risks are involved. He concludes with the observation 
that those favoring the variable annuity have the advantage; and 
he feels, therefore, that there is a definite need for such a plan. 
( F.J.C.—Ohio State ) 
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Property-Liability Insurance 

THE EXTENSION OF GROUP MARKETING PRINCIPLES TO PROPERTY 
AND CASUALTY INSURANCE. By Richard M. Heins, The Univer- 
sity of Wisconsin. A research paper presented at the Annual 
Meeting and Seminar of the Society of Chartered Property and 
Casualty Underwriters and appears as C.P.C.U. Research Series 
Number 1, advance reprint to The Annals, December, 1957. 


Summary: The author describes the forces underlying group 
general insurance developments and explains the current pic- 
ture in group insurance marketing. He analyzes the regulation of 
group property-liability insurance and presents the future pros- 
pects for the extension of this group principle to general insur- 
ance. The raw material for this study, particularly with respect 
to current facts and opinions about general insurance group writ- 
ings, was obtained by the questionnaire-survey technique. 
(editor ) 


A BIG OPPORTUNITY FOR BUSINESS. By Addison Roberts, The 
Casualty and Surety Journal, March, 1957. 


Summary: The author maintains that many producers in prop- 
erty-liability insurance are reluctant to sell business interruption 
insurance because of the fear of accounting entanglements. He 
points out that the degree of accounting knowledge necessary 
can be acquired relatively easily. He discussed the two “forms” 
used in writing this coverage and indicated that the gross earn- 
ings form has greater acceptance for mercantile risks while manu- 
facturers have found the two-item form more advantageous. He 
concludes by pointing to the premium volume in business inter- 
ruption insurance, which is only three per cent of the total fire 
and extended coverage premium. It is apparent, he feels, that 
little attention has been given to this important area. (W.R.P.— 
Texas ) 


THE MARKETING REVOLUTION. By Thomas C. Morrill. Best's In- 
surance News, Fire and Casualty Edition, November, 1956. 


Summary: The author maintains that the independents, in auto- 
mobile insurance and certain other forms of specialty coverage, 
have made the greatest gains in serving the insurance needs of 
the average man and his family. They have, however, made little 
progress toward serving business and industry. Efficiency, he 
maintains, is as important as competition in determining the 
reasons for this growth. Agency companies are staffed and 
equipped to handle primarily big premium policyholders. He 
points out that insurance agencies can show no profits on policies 
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with premiums less than $50 and in many cases on policies with 
premiums less than $100. Independents, in opposition to agency 
companies, stress the company name and the insured remembers 
this name rather than the name of the agent. Independents have 
offered the greatest competition in automobile insurance. Three 
independent companies are among the top four in premium in- 
come. Four independents produce 54 per cent of the total pre- 
mium income of the top ten in automobile insurance. The mar- 
keting system which will come out on top is the one placing the 
customer ahead of the system, with emphasis upon service, econ- 
omy, and quality. (W.L.G.—Texas) 


HIGHWAY ACCIDENTS. By T. N. Boate, Best's Insurance News, Fire 
and Casualty Edition, November, 1956. 


Summary: America’s traffic accident experience has now be- 
come a national disaster, and the only cure is public cooperation. 
The author suggests the need for a broad and accurate study of 
this problem with public funds. Also needed is a realistic and 
uniform series of legislation on national, state, and local levels. 
Moreover, strict enforcement of the law is an absolute essential. 
He also recommends strict examining, licensing, suspension, and 
revocation powers by traffic officials. Finally, he sees a great 
need for more education and training of drivers as well as better 
roads and safer automobiles. (W.R.P.—Texas) 


IDEAS TO PREVENT ACCIDENTS. By J. Dewey Dorsett, The Casualty 
and Surety Journal, September, 1956. : 


Summary: The author insists that the only way to traffic safety 
is by giving the public the truth; namely, more accidents result 
from violations than from poor roads. He recommends the 
prompt adoption of a uniform accident reporting system and 
maintenance of accurate records in every state, together with the 
creation of a central agency to which accident statistics can be 
sent daily. He suggests licensing of new drivers and re-licensing 
of present drivers should be improved or initiated wherever it 
is not currently practiced. Speed limits should be based on the 
ability of the driver rather than the car and there should be 
uniformity of basic laws in all states. He also recommends more 
realistic court handling of traffic cases and feels that careful con- 
sidersation should be given to fixing definite forms of punish- 
ment for those who are convicted of the kinds of violations which 
are dangerous to others or their property. (W.L.G.—Texas ) 
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PLAIN TALK TO STOCKHOLDERS ABOUT THE PROBLEMS OF THE FIRE 

AND CASUALTY INDUSTRY. By Roger Kenney, U.S. Investor, 
August, 1957. 
Summary: The author indicates that while stockholders of prop- 
erty-liability companies worry about distressing underwriting 
losses resulting from inadequate rates, insurers and rating 
bureaus appease stockholders with lip service. Internal strife 
between stubborn IIAG and MPIRO factions of the Multi-Peril 
Insurance Conference is responsible for many of the current 
problems. While warring parties waste precious time blaming 
each other for the present dilemma, inflation continues, while 
losses multiply and powerful companies remain complacent. Their 
scheme seems to be survival on the strength of mammoth surplus, 
thus forcing smaller competitors out of business. The author 
suggests that the solution may be found in greater cooperation, 
in rates based upon the trend factor, in perseverance, and in the 
element of time. (A.V.P.—Pittsburgh ) 


Government and Insurance 


SOCIAL SECURITY TODAY. By Robert M. Ball. Public Welfare, Vol- 
ume 15, July, 1957. 


Summary: The author maintains that we have taken successful 
steps in eliminating economic “want” resulting from old age, 
death, unemployment, and disability because of the increased 
benefits and persons covered by the social security programs. By 
1960, 75 per cent of those persons reaching retirements age will 
be eligible for old age benefits. The future of social security will 
see an expansion in benefits, resulting from increased public 
responsibility and social consciousness. These increased benefits 
will enable them to maintain their independence and self-reli- 
ance. On the other hand, since suitable work is preferable to 
cash benefits both for the individual and society, the social 
security program will place more emphasis on the encourage- 
ment of persons to work beyond retirement. (D.R.—Temple ) 


APPLYING MANAGEMENT PRINCIPLES TO PUSLIC WELFARE ADMIN- 
ISTRATION. By J. E. Baldwin. The Social Service Review, Vol- 
ume 31, March, 1957. 


Summary: The author states that the Public Welfare Administra- 
tion should incorporate into its plan those principles that manage- 
ment in industry has found successful. The application of these 
techniques would bring to light the lack of efficiency in this 
branch of government. Application of these principles would 
show how valuable time is consumed through excessive account- 
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ability and how poor administration is caused by the lack of 
objectives—leading to confusion between the duties of line and 
staff. As a solution to some of the problems, the author suggests 
a need for better trained leaders in this agency. Moreover, he 
recommends a transfer of certain groups of persons from Public 
Welfare Administration to social insurance programs where they 
will be handled simply and more efficiently. (A.E.—Temple ) 


A PROPOSED PLAN FOR OLD AGE SECURITY INSURANCE. By F. G. 
Scott. Journal of Gerontology, Volume 12, July, 1957. 


Summary: Two of the problems facing the American middle-class 
are those of dependency and housing. The proposed old age 
security insurance plan can partially solve them by providing 
life-long care in homes for the aged, owned and operated by the 
insurance companies. The cost of these institutions, if efficiently 
run, should be less than any state or federal institution. The plan 
is flexible, with a variety of retirement ages provided. An effec- 
tive reinsurance plan would have to exist whereby an employee 
could change employment without jeopardizing his insured status. 
This proposed plan would supplement, not replace, old age 
and survivors’ insurance. (A.S.—Temple) 


Miscellaneous 


INSURED CHRONOLOGICAL STABILIZATION PLANS. By Orieon M. 
Spaid, President, Actuarial Service Corporation. The National 
Insurance Buyer, Corporate Insurance Management, Volume 4, 
September, 1957. 


Summary: An instrument of financial management is described 
whereby a corporation may insure things ordinarily not insurable, 
such as loss of earnings due to a strike. Any unforeseen contin- 
gency can be included even if added to the policy after the occur- 
rence. The author suggests that the attractiveness of the plan is 
enhanced by the possibility of deducting premiums paid for in- 
sured chronological stabilization plans. He points out that a 
corporation ordinarily would fund a reserve for unforeseen con- 
tingencies, but by so doing it would probably pay $52 for every 
$48 put in the fund. Under an Insured Chronological Stabiliza- 
tion Plan, the author explains, the corporation would have $95 in 
protection for every $100 paid in insurance premiums. Since the 
plans are set up on a cost-plus, retrospective basis, even the $95 
of net premium could be returned eventually in case the funds 
were not needed. (R.S.F.—Indiana ) 
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IS INSURANCE AGAINST FLOODS AND FLOOD DAMAGE FEASIBLE? 


A brochure published by the American Insurance Association, 
February, 1956. 


Summary: The essence of this study is that the flood peril cannot 
be insured because of the virtual certainty of loss, its catastrophic 
nature, and the reluctance or inability of the public to pay the 
premium required. The risk of adverse selection is too great; only 
those persons would purchase flood coverage who have a high 
exposure to the risk. Moreover, there would be a tendency on 
the part of insureds to allow flood policies to lapse during favor- 
able non-flood periods. The industry believes that flood preven- 
tion and control is the only long range solution to the problem. 
(W.L.G.—Texas ) 


A STUDY OF THE EARTHQUAKE HAZARD, CAUSES, EFFECTS, INSUR- 


ANCE, PROBLEMS. By Northern California Chapter of Chartered 
Property Casualty Underwriters. This study appears in the An- 
nals of the Society of Chartered Property and Casualty Under- 
writers. (Special Supplement), October, 1957. 


Summary: In view ot the California experience with the earth- 
quake hazard and the national interest in this problem, a special 
projects group of the Northern California C.P.C.U. Chapter en- 
gaged in this study. The study analyzes the nature and the 
causes of earthquakes, methods of measuring the “size” of earth- 
quakes, country-wide exposure to the earthquake hazard, and the 
susceptibility of various kinds of construction to this hazard. 
Treatment is also given to earthquake insurance coverage and 
problems together with the rates and rate-making in this form of 
insurance. (editor) 


THE MARKETPLACE OF TOMORROW. By Esmond Ewing. The Casu- 


alty and Surety Journal, January, 1956. 


Summary: When one considers the prospects for business under 
the American Agency System, he must rely not on a projection of 
past experience but a realistic appraisal of the social revolution 
currently taking place. The author feels that the direct writers 
cannot be condemned as doing an ineffective job. He feels they 
have not had the years of experience, widespread claims facilities, 
and personal service of the agency companies. An agent’s ability 
to provide every type of policy needed places him in the pre- 
ferred position. He can thus establish insurance on an “account” 
basis which will establish him as “professional” by his clients. 
(W.L.G.—Texas ) 











Publications Received * 


COUNTY PATTERNS OF INSURANCE SALES. By William M. Aldrich. 
The Spectator, New York, Nov. 1957. $60.00. 


INSURANCE. By Francis T. Allen and Sidney Simon. Littlefield, 
Adams & Co., New Jersey, 1953. 245 pages. $1.50. 


VOLUNTARY HEALTH INSURANCE IN TWO CITIES. By Odin W. An- 
derson and the staff of The National Opinion Research Center. 
Harvard University Press, Massachusetts, 1957. 145 pages. $5.00. 


ADVANCED LIFE UNDERWRITING AND TAX PLANNING. By William 
J. Bowe. State Farm Life Insurance Company, Bloomington, 
Illinois, 1956. 231 pages. $1.00. (Available to insurance teach- 
ers. ) 


FINANCING UNEMPLOYMENT COMPENSATION. By Edison L. Bow- 
ers, Paul G. Craig, and William Papier. Bureau of Business Re- 
search, The Ohio State University, 1956. 314 pages. $4.00. 


CONCEPTS OF ACTUARIAL SOUNDNESS IN PENSION PLANS. By Dor- 
rance C. Bronson. Richard D. Irwin, Inc., Homewood, Illinois, 
1957. 183 pages. $4.00. 


RETIREMENT POLICIES UNDER SOCIAL SECURITY. By Wilbur J. 
Cohen. University of California Press, Berkeley, California, 1957. 
105 pages. $3.00. 


INSTITUTIONAL INVESTORS AND THE STOCK MARKET, 1953-55. 
Committee on Banking & Currency, U.S. Senate. U.S. Govern- 
ment Printing Office, Washington, 1956. 291 pages. 


HEALTH AND MEDICAL CARE IN NEW YORK CITY. By The Com- 
mittee for the Special Research Project in the Health Insurance 
Plan of Greater New York. Harvard University Press, Cambridge, 
Massachusetts, 1957. 275 pages. $7.50. 


RETIREMENT PLAN MATHEMATICS. By Thomas F. Crocker, Jr., Harry 
M. Sarason, Byron W. Straight, and Lester H. Vetter. Pension 
Publications, Los Angeles, California, 1957. 126 pages. $25.00. 

* Listed alphabetically by name of author or group publishing the volume. 
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A HANDBOOK TO MARINE INSURANCE. By Victor Dover. H. F. 
& G. Witherby Ltd., 5 Warwick Court, London, W.D.1, England, 
1957. 827 pages. $9.80. 


TAXATION OF LIFE INSURANCE. By Bertram Harnett. Prentice-Hall, 
Englewood Cliffs, New Jersey, 1957. 304 pages. $6.50. 


CONSUMER CREDIT INSURANCE. By David P. Kedzie. Richard D. 
Irwin, Homewood, Illinois, 1957. 212 pages. $5.00. 


LIFE INSURANCE. By Joseph B. MacLean. McGraw-Hill Book Com- 
pany, Inc., New York, 1957. 558 pages. $6.50. 


MAKING THE MOST OF YOUR ESTATE; A GUIDE FOR THE SALARIED 
MAN. By Earl S. MacNeill. Harper & Brothers, Publishers, New 
York, 1957. vii, 182 pages. $3.50. 


ESSENTIALS OF INSURANCE LAW. By Edwin W. Patterson. McGraw- 
Hill, New York, 2nd ed., 1957. 539 pages, $6.50. 














A NEW GENERAL INSURANCE TEXTBOOK ... 
PROPERTY AND CASUALTY INSURANCE 
A Guide Book for Agents and Brokers—By Philip Gordis 


Covers all branches of the business except life insurance. Explains 
clearly and simply the purposes of the policy and the needs for the 
coverage—what the provisions mean, and why they are necessary; 
exactly what the policy covers, and how losses will be paid, with 
examples whenever necessary. 

Philip Gordis learned how to write this book through many years 
of practical insurance work in the toughest competitive market in 
the country; through constant study and, most of all, from the thous- 
ands of students who have studied under him to prepare for the 
New York state license examinations for agents and brokers, All 
information is checked against laws, rules and regulations of ALL 
STATES, and variations noted. 

This is really seven books in one: Fire and Allied Lines, Inland and 
Ocean Marine, Crime Coverages, Fidelity and Surety Bonds, Liability 
Insurance, Automobile, and Other Classes of Insurance. 


Cloth bound, 529 pages, 6” x 9” $7.50 


GUIDEBOOKS TQ GENERAL INSURANCE 


Supplemental Assignment and Source 


Reference Material — Pocket Encyclopedias 


AGENT’S FIRE INSURANCE GUIDE $2.00 


AGENT’S CASUALTY GUIDE, BY GEE $2.00 
AGENT’S AUTOMOBILE GUIDE, BY GEE $2.00 
AGENT’S BONDING GUIDE, BY GEE $2.00 


Complete Set — $6.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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GUIDE T0 
ACCIDENT & SICKNESS INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
(Co-author, “Modern Life Insurance,” 

Elizur Wright Award winner ) 
Supplementary text for “Principles” or the basic “Life” 
course. Collateral reading for nomics, 

A brief text including all the latest developments in the 
A & S field. Particularly timely today when the number 
of new companies entering this branch of the business 
makes desirable fuller treatment of it in “Principles” or 
“Life” courses. Thorough index; glossary of terms; ques- 
tions at end of each chapter. 

168 pp. Paper bound: $2. Cloth bound: $3. 


CONTENTS: Economic Importance; Policy Ingredients; Nature of 
Benefits; Policy and Uniform Provisions; Application; Underwriting; 
Claims; Classes; Social and Cooperative; Regulation; History. 


GUIDE TO LIFE INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
and C. C. ROBINSON 


mg ng text for “Principles” course. Condensed 
reference for “Life” or advanced life courses. Collateral 
reading for Economics. 

An up-to-the-minute authority in concise, rapid reading 
style. Invaluable for supplemen assignment and col- 
lateral reading. Unequaled range of material in one book. 
Perfectly organized. High-interest reading. Questions and 
problems after each chapter. 

207 pp. Cloth bound: $2.50 


CONTENTS: Cost Factors; Policies and Uses; Industrial-Group- 
Wholesale, Etc.; Policy Provisions; Types Companies; Govt. Pension 
Plans; Uses of Life Insurance; The Industry. 


THE INSURANCE SALESMAN 


Monthly Life-A & S Journal 
R. W. OSLER, Editor 


Published by The Rough Notes Co. 
Largest of all the J.“fe and A & S business journals, 
with over twice as many subscribers as any other 
journal in its field requiring direct payment of sub- 
scriptions. Gives student practical view of the Life 
Insurance business, acquaints him with current prob- 
lems and trends. 


Annual subscription rate: $3. 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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‘Students and teachers alike 
should praise this textbook for its 
clarity, balance and impartiality.” 











—writes Dartmouth College’s Professor William 
A. Carter in a review in The Journal of Finance. * 


Mehr and Osler’s 
revised edition of 


MODERN LIFE INSURANCE 


*“The authors of this revised edition of Modern 
Life Insurance set as their goal a book which 
will make both the teaching and learning of the 
subject easier for college students. In this re- 
viewer's estimate they have succeeded admirably. 
. .. The revised edition makes an excellent text- 
book. It is written in simple, straightforward 
language. Moreover, the authors have avoided 
the pitfalls of too much detail without being un- 
duly brief. . . . The usefulness of the book is en- 
hanced by chapter summaries and with questions 
for classroom discussion. There is a good subject 
index. Indexes of authors, books, and articles, 
and cited court cases are made available also. 
Students and teachers alike should praise this 
textbook for its clarity, balance, and impartiality.” 


THE AUTHORS: Robert I. Mehr, Professor of Eco- 
nomics, University of Illinois, and Robert W. Osler, Vice- 
President and Editor of Life Insurance Publications, The 
Rough Notes Company. 
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A comprehensive view of life insurance at work—for 
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By JOHN H. MAGEE 
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GENERAL INSURANCE Fifth Edition 
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